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SOME ECONOMIC ASPECTS OF THE FIXATION 
OF HOURS AND WAGES* 


. Assumptions. 
The Effects of Reducing Standard Hours. 
(a) A Simplified Model. 
(b) Dropping the Assumptions. 
The Forty-hour Week. 
The Choice Between Leisure and Income. 
Effects to. be Taken Into Account. 


I 


The object of this paper is to attempt to set out the effects of 
reducing standard hours of work, and of raising money wage rates, 
on the level of prices, output and employment; and to develop a few 
of the implications suggested by this analysis. Except where other- 
wise indicated, the analysis will proceed on the following assumptions. 
Labour receives a wage for working a specified number of hours in a 
week; this number will be called standard hours. If the number of 
hours is reduced, the wage rate per week remains unchanged ; that is, 
the wage rate per hour is raised in proportion to the reduction of 
standard hours. A higher hourly rate is paid for hours worked in 
excess of the standard hours; that is, overtime wage rates exceed 
the hourly rate paid for working the standard hours. The weekly 
wage comprises a basic wage, which is varied every quarter in accor- 
dance with fluctuations in an index of the prices of goods entering 
into the wage-earners’ cost of living, and a margin, which in the 
short run is fixed in money terms. The economy consists of a shel- 
tered and an unsheltered sector; this latter comprises those producers 
who must sell in a market in which foreign producers or purchasers 
play a significant part. It includes the producers of exports, in- 
eluding that part of their product which is sold at home, but at prices 
determined on the world market, and producers competing with im- 
ports. Both standard hours and the basic wage rate throughout the 
economy can be varied by a tribunal. 

Such a situation is a sufficiently close approximation to condi- 
tions in Australia to be interesting. In the short periods with which 
we are concerned, the use of the C Series index substantially main- 
tains the real value of the basic wage despite changes in the price 


* A somewhat amended version of a paper read to the Canberra branch of the Economic 
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level, and irrespective of the cause of price changes. Secondly, to 
classify industries as either sheltered or unsheltered can be no more 
than a very rough approximation. The markets in which Australian 
and overseas goods compete are by no means perfect; and Australian 
producers not competing with imports may find that they are unable 
to pass on cost increases. Nevertheless the distinction does draw 
attention to the essentially different reactions to cost and price 
increases of firms which do, and those which do not, sell in a world 
market. Thirdly, the tribunal referred to is the Commonwealth 
Court of Conciliation and Arbitration, called simply the Court in 
the remainder of this paper. Both the reduction of standard hours 
from 44 to 40, and the recent increase of £1 in the basic wage, were 
almost simultaneous with (in one instance preceded by) equivalent 
action by State industrial authorities. And even where award wage 
rates are lower than rates actually paid, there is some evidence to 
show that actual rates paid reflect variations in award rates. 


II 
(a) A Simplified Model 


In tracing the effects of reducing standard hours it is con- 
venient to deal first of all with a closed economy. Further, the 
analysis of the effects on investment is facilitated by dealing sep- 
arately with those factors leading directly to a rise in prices. It is 
therefore assumed that the weekly wage falls in proportion to the 
reduction of hours. A third additional assumption is that each firm 
can obtain all the labour it wants at a constant hourly wage rate, 
and that productivity remains constant as more men are employed. 
This is tantamount to assuming that there is some degree of unem- 
ployment of both men and machines. 

If these assumptions hold good, both before and after the reduc- 
tion of standard hours, it pays firms to work their employees the 
standard hours in both situations, so that hours worked fall with 
standard hours. Unless productivity changes significantly as hours 
of work fall, there is unlikely to be any significant change in the 
price level. 

Whether there will be any change in output depends upon the 
effect of the reduction on each of the elements of aggregate demand. 
_The effect on government expenditure is difficult to estimate; indeed 
the Court itself must often feel some uncertainty in predicting how 
governments will react to its decisions. The most plausible assump- 
tion is, perhaps, that the reduction causes no change in the scale of 
activities carried on, and there is no change in productivity, so that 
the same man-hours of employment are offered. 
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The effect on gross private investment expenditure presents 
some difficulty. Capital expenditure that will replace existing 
equipment is undertaken when the unit prime cost of producing any 
part of expected output with the existing plant and machinery 
exceeds the total cost per unit of producing it with new plant and 
equipment. In each case the costs must be estimated at the one 
given level of output. With respect to a project that was not under- 
taken before the reduction of hours, unit prime cost at the old 
standard hours with the existing equipment must be less than total 
cost per unit of output with the proposed new equipment at the 
same hours, where total cost comprises prime cost and what may be 
called the debt service: namely interest on, plus amortization of, the 
sum spent, during the expected earning life of the goods. Will the 
reduction of hours so alter the terms of this inequality that such a 
project becomes profitable? 

It has been assumed that wage costs are unchanged, and there 
is no reason why any saving in material cost that the investment 
might yield should be affected by the shortening of hours. Therefore 
costs are unaltered unless the change in productivity, due to the 
reduction of hours, is of a different order of magnitude with the new 
as compared with the old equipment. Similarly, it is unlikely that 
the cost of the capital goods will be much altered. The effect of 
shorter hours on the debt service per unit output depends on whether 
depreciation is a function of time, or of output. There are three con- 
ditions, each of which must be satisfied if depreciation is to be a 
prime cost.} 


(1) The goods must wear out more quickly if used than if left 
idle; that is to say, maintenance costs must vary with the level of 
output. Except for parts that break or wear out with use, it seems 
to cost almost as much to keep an idle plant in working condition 
as when it is producing. 


(2) The firm must expect to replace equipment because it is 
worn out, and not, for example, because it is obsolete. 


(3) The firm must be reasonably certain that it will be able to 
sell at a profit the future output forgone by using the machine now 
rather than for an additional period at the end of its earning life. 


It is the present value of these future profits that constitutes the 
prime cost of using capital goods. Alternatively, if the current 
selling price of the asset exceeds the discounted value of its expected 
future yields, the cost of using the machine rather than selling it is 
the difference between the current selling price and the expected 
selling price after use. 


1. I am indebted to Professor Brian Tew on this point. 
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It appears that very few capital goods satisfy these criteria. 
At one extreme is the machine whose cost the firm reckons it must 
recover in two or three years because of the probability of a new 
process or a new product. At the other is the factory building, well 
situated and flexibly designed, which may be expected to yield rents 
for a period of years, depending mainly on weather and on the 
materials used. If then the reduction of standard hours leads to a 
reduction of hours worked, as it will do under the above assumptions, 
unless additional shifts are worked per week, the debt service per 
unit of output will rise, and this means than an investment project 
will be less profitable after than before the reduction. This does not 
apply to goods whose productive hours are not reduced (housing for 
example), but with respect to the remainder, investment expenditure 
is discouraged. 

The remaining component of demand is consumption expen- 
diture. To the extent that income falls because of the fall in invest- 
ment expenditure, consumption can be expected to fall also. But 
it is possible that the reduction of hours will itself change the level 
of consumption from a given income. In the first place the number 
of men employed for any given level of output will rise. Any given 
wage bill is spread over more workers, and the consumption from it 
may therefore rise. The increased leisure per employed worker may 
possibly result in increased expenditure from a given income. Thirdly, 
if those previously unemployed were receiving social service benefits, 
and the government merely acquiesces in its improved budget posi- 
tion, total consumer incomes will be lower than before.2 Hence shifts 
in the consumption function may either accentuate or offset the fall 
in investment. 

Given constant returns to and a perfectly elastic supply of 
labour, the net effect of the reduction of hours seems likely to be a 
reduction of output. The fact that only a portion of investment 
expenditure will be adversely affected, suggests that the fall in out- 
put will be less than proportionate to the fall in hours. Employment 
would in these circumstances rise to some extent. 

Relaxing the third assumption to allow for some fall in pro- 
ductivity as more labour is employed, or for the payment of higher 
rates of pay to attract more labour, hours worked may not fall to 
the full extent of the reduction of standard hours, some overtime 
being worked. In these circumstances the profitability of investment 
is increased. There may be differential price movements if these 
factors operate more strongly in one sector of the economy than 
elsewhere. If, for example, prices of capital goods alone should 


2. This is the determining factor in the analysis by Joan Robinson: Essays in the 
Theory of Employment, page 47 
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rise, investment would be deterred, though once price movements 
occur there are other effects to be taken into account. If wage 
increases are evenly spread, all the terms of the inequality will rise 
in the same proportion. Nevertheless, investment may be stimulated 
because with additional equipment any given level of output can be 


produced with less labour. Firms may hope to avoid bidding up 
wage rates, or the payment of overtime rates, and by reason of the 


increased capacity to postpone the encountering of decreasing returns 
to labour.* 

Prices can be expected to rise because of the payment of in- 
creased wage rates, and because of decreasing returns to labour; this 
will be offset to some extent by a rise in productivity accompanying 
the fall in hours worked. Gross percentage profit margins may fall 
if firms anticipate competition from firms starting up in the pros- 
perous conditions, and because some overhead charges, such as rent, 
interest and salaries, may be relatively fixed in money terms. Those 
prices not fixed by producers on the basis of calculations of costs and 
the degree of competition, for example, the prices of standardised 
primary products, may or may not rise proportionately. Agricultural 
and pastoral products are produced with the aid of resources specific 
to those industries, so that for changes common to all products, 
supply is very inelastic. The extent of the rise in prices therefore 
depends on how much of the increased money incomes is devoted 
to these products; there seems no @ priori reason why the price 
increase should be smaller here than elsewhere. 

The rise in prices will bring about a more than proportionate 
increase in net profits. This is marked if firms that pay overtime 
rates price on a marginal basis. Because many overhead charges 
do not vary as output and prices rise, an increasing share of gross 
profits goes to net profits. Furthermore, conventional accounting 
treats as profits the gains made as stocks are turned over in a period 
of rising prices. These high profits, and the consequent reduction 
in gearing ratios if profits are ‘ploughed back,’ stimulate the carry- 
ing out of investment projects. If the price rise is expected to con- 
tinue there is a further incentive to undertake expenditure now, 
rather than later. Do these stimuli to investment arising out of 
increasing costs outweigh the increased debt service per unit because 
equipment is worked fewer hours per week? Clearly this depends on 
the proportion of wage cost to debt service in the total cost with new 


_ 9%. It has been suggested that firms think it desirable to maintain a certain propor- 
tion of capacity in reserve, so that even with our previous assumptions the employment 
of more labour would constitute some incentive to install additional plant and equipment. 
It has been assumed, however, that for any level of output the firm might contemplate 
as attainable, returns to and the cost of additional labour would be perfectly constant. 
This means that so much excess capacity exists that no firm fears rising costs in the 
event of increased demand. 

. These expectations may in fact be disappointed if there is little unemployment 
and real aggregate demand is maintained. 
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capital goods. In addition, the firm’s expectation of the future level 
of demand is involved, including the number of hours per week that 
the new machinery will be worked. All that can be done is to examine 
whether any given expectation is likely to be disappointed. As 
before, this entails an estimate of whether consumption from a given 
income is changed. 

Not only will wage earnings be spread over more men, but 
some men will receive overtime or higher ordinary rates of pay. Their 
real income will be higher than it otherwise would be, while the real 
income of other workers will be reduced by price increases. The 
newly employed will gain to an extent depending upon whether or 
not they previously received social service benefits. It appears im- 
possible to predict what happens to the total real wage earnings 
associated with a given level of reali income as a result of a reduction 
of hours, though it can be said that more men will be employed for 
fewer hours and smaller real wages, except where large wage in- 
ereases take place or considerable overtime is worked. The level of 
consumption associated with a given level of income may, therefore, 
rise or fall because of price increases. 

Summarizing the argument thus far: provided that the economy 
is not in the midst of a severe depression, the effects on investment 
arising from increasing employment and prices may roughly cancel 
out the adverse effects of using the capital goods fewer hours per 
week. Consumption from a given income seems unlikely to change 
very markedly in either direction. Hence an expectation of un- 
changed output could be fulfilled. Employment would then rise by 
roughly the same proportion as hours fall, and some prices would 
increase. That this is the most likely happening can be seen by sup- 
posing that firms expect demand to fall; employment would then 
increase less than the fall in hours. With a positive marginal pro- 
pensity to save, consumption expenditure would fall less than in- 
come, and if capital expenditure does not fall the expectation is 
revealed as too pessimistic. 


(b) Dropping the Assumptions 


The analysis has so far ignored the fact that the basic wage 
rate varies in accordance with an index of retail prices. In these 
circumstances any cost increase initiates a round of price and wage 
increases. The fact that in the short run margins above the basic 
wage, as well as rent, interest and salaries, are fixed in terms of 
money, sets some limits to this process. In the case where weekly 
wage rates are unaltered by the reduction of hours, the increase in 
wage rates is such that the incentive to undertake capital expenditure 
before prices rise becomes very powerful. In an open economy, how- 
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ever, the limit to any such cost-price spiral is set by the existence 
of an unsheltered sector. Furthermore, as these wage and price 
increases are significant primarily because of the transfers effected 
between the sheltered and unsheltered sectors, it is convenient to 
drop both our remaining special assumptions at this point, reverting 
to the situation of Part I. 

If a proportionate rise in hourly money wage rates is auto- 
matically associated with the reduction of hours, the prices of shel- 
tered products rise. The real incomes of exporters are reduced by 
the rise in costs, and production, and hence profits and employment, 
fall in the industries competing with imports. The rise in prices, 
and probable rise in employment in the sheltered sector, may afford 
some stimulus to investment, but the supply of labour is rendered 
more elastic by its release from unsheltered industries. Capital 
expenditure by the unsheltered industries will be deterred, the 
capital goods industries may themselves be unsheltered, so that 
enterprises now buy imported rather than home-produced equipment. 
Hence investment in real terms will probably fall as a result of the 
reduction of hours. 

Assuming that the supply of exports is absolutely inelastic, 
export proceeds deflated by an index of the prices of home-produced 
goods fall. The real incomes of wage-earners employed the standard 
hours before and after the reduction are unchanged, except to the 
extent that margins and allowances above the basic wage remain 
fixed in terms of money. Real consumption expenditure on Aus- 
tralian goods from a given real income may also fall as people transfer 
their expenditure to the now relatively cheaper imports. It may be 
that the fall in real income of the exporters, and of rent, interest and 
salary recipients, results in a fall in the proportion saved from 
a given income, but this is unlikely to be important compared with 
the preceding effect. 

It therefore appears that lowering standard hours, the weekly 
wage being maintained, effects some reduction of output in an 
open economy. This is the more likely the greater the degree of 
unemployment, so that firms whose output falls by a proportion less 
than the fall in hours can obtain additional labour without paying 
higher wage rates, and without encountering decreasing returns to 
labour. The reduction of output would be greatest in the unshel- 
tered industries, and it is possible that employment as well as output 
would fall in these industries. 


5. Prices will be unaltered where the competition of foreign-produced imports limits 
production, or where Australian exports are sold at world prices, and either form a small 
part of total supply, or are in absolutely inelastic supply. 

6. Some exports are the product of mining and manufacturing industries, and their 
reaction to increased costs resembles that of the industries competing with imports rather 
than that of the rural industries which produce the bulk of the exports. 








158 THE ECONOMIC RECORD DEC. 


To sum up: in a closed economy, with some unemployment, a 
reduction of hours effects only a small change in output, and hence 
raises employment. Where conditions of labour shortage are 
approached, the stimulus to capital expenditure is increased. The 
reduction of hours worked will be less than the reduction of standard 
hours, some overtime being worked. In an open economy there are 
some prices which do not rise by reason of the increase in hourly 
wage rates, and hence there is a rise not only in money, but also 
in real hourly wage rates. Employment and profits are reduced in 
unsheltered industries, but employment may rise in the sheltered in- 


dustries by something approaching the proportion of the reduction of 
hours. 


III 


The Commonwealth Court of Conciliation and Arbitration was 
set up in 1906. At this time an eight-hour day, six days a week, was 
fairly generally accepted, though some trades enjoyed a 44-hour 
week. Higgins J. incorporated the 44-hour week in a few awards: 
Building Labourers in 1913, Waterside Workers 1915, Barrier 
Miners 1916, Clothing Trades 1919, Flour Millers 1920; and in 
1926-7 the Court extended it to the Metal Trades, certain Gas 
Workers, furnacemen in Glassworks, and the Printing Industry. The 
depression intervened, but in 1933 the trend towards a shorter work- 
ing week was resumed, and by the outbreak of war few awards of 
the Court provided for 48 hours. A perusal of the judgments con- 
cerned with the length of the working week over this period indicates 
that the Court was always particularly concerned with two features: 
first, the degree of arduousness or unhealthiness of the work, and 
second whether profits or employment would be unduly affected by 
the reduction. 

This hesitant and cautious approach to a 44-hour week may be 
contrasted with the decision, effective from January, 1948, to reduce 
to 40 the standard hours in practically all the awards of the Court 
which specified more than 40 hours.? An industry-by-industry 
approach might have been used to attract labour into trades un- 
popular by reason of dirt or heat or arduousness. 

It has been shown that an all-round reduction of hours in con- 
ditions of substantial unemployment results in a reduction of output; 
investment expenditure is discouraged because equipment is used 
fewer hours per week, and the effects of rising costs on the unshel- 
tered industries are unfavourable. The nearer the approach to full 
employment, the more difficult it becomes to increase the numbers 
employed by each firm (by working more men per shift or more 


7. Coal miners, stonemasons grinding certain stones, and gold miners had obtained 
awards of 40 hours in the early war years. 
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shifts per week) without encountering increased costs. It follows 
that it becomes less likely that hours worked per week fall, and the 
deterrent effects on investment of a rise in the debt service are 
removed at the same time as firms have an incentive to expand 
capacity in order to reduce their labour requirements. If in addition 
the effective limit to the output of the nominally unsheltered trades 
is not the competition of imports, but inability to obtain labour and 
raw materials, a reduction of standard hours may stimulate aggre- 
gate demand in real terms. Labour being fully employed, firms are 
induced to work overtime; indeed, the actual hours of work in indus- 
tries in which the pressure of demand is greatest probably exceed the 
old standard hours.® 

These being substantially the conditions in which the 40-hour 
week was introduced, it is unlikely that it was responsible for any 
fall in national product. The main effect was to raise costs and 
prices because hourly wage rates rose with the reduction of the 
number of hours for which the weekly wage was paid, and because 
overtime and week-end penalty rates were more often payable. 
Because of these circumstances the plea that production was reduced 
is mistaken. The output of each man working the now fewer 
standard hours has almost certainly fallen compared with his output 
working the old standard hours; but it does not follow from this 
that total output has fallen. Demand having risen, total output is 
maintained or increased by the working of overtime. 

This straightforward, but invalid, argument that production 
rises and falls with standard hours has frequently been put to the 
Court in the past. It has, however, not been given much weight. 
Historically, standard hours have fallen in prosperity, and risen, 
if at all, in times of depression. This has been associated in the 
mind of the Court with a feeling, probably not based on any sophis- 
ticated analysis of cause and effect, that the hardship of depression 
should not be accompanied by any ‘slackening of effort’, and that 
in prosperity more leisure can be ‘afforded’. But a more important 
point is that serious Australian depressions have been marked by 
low export and import prices, so that incomes and employment in the 
unsheltered sector have been low. The Court has been unwilling 
to accentuate these features of depression by reducing standard 
hours. On the other hand, prosperity has invariably followed the 


8. Some firms may retain a larger labour force working the new standard hours than 
would have been necessary had the old standard hours been maintained. Competition 
from other firms offering higher rates of pay or the opportunity to earn overtime would 
minimise the importance of this. It seems probable that there are few employees 
governed by awards of the Court who work no overtime in the course of a month. How- 
piel the reduction may involve some element of redistribution of the labour force among 

iS. 

9. It may be noticed that these adverse effects follow only if a proportionate rise in 
hourly wage rates accompanies the reduction of standard hours. In the last depression 
the Court, when requested, set aside weekly hiring clauses to enable firms to work fewer 
hours per week without encountering an increased hourly wage rate. 
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prosperity of most of the unsheltered trades, and hours could be 
reduced without raising the level of unemployment, or lowering the 
incomes of exporters, to too great an extent. This analysis suggests 
that the success of union pressure for a 40-hour week may be partly 
attributable to the exceptionally high export prices and the absence 
of serious or widespread competition from imported goods. 


IV 


It is often said that the pressure of the Labour mcvement for a 
reduction of standard hours represents a choice of leisure in pre- 
ference to an increased volume of material goods. Such a choice 
would imply that wage-earners are prepared to forgo some of the 
real income that would otherwise have been theirs in order to enjoy 
more hours of leisure. This view leads to an interpretation of the 
current standard hours as indicating that, for hours in excess of 
these, wage-earners require a higher rate of wages to induce them 
to give up their leisure. Similarly, to portray a demand for the 
reduction of standard hours as the expression of a preference for 
leisure is to say that if the existing conditions of employment are 
continued, employees will not be willing to work more than, say, 
40 hours. If employers want more than 40 hours’ work from em- 
ployees they will have to offer for hours in excess of 40 remunera- 
tion at a rate substantially higher than that previously paid for 
those hours. 

It is notoriously difficult to explain the demands expressed by 
an organization representing so large and diverse a group as the 
whole body of wage-earners in terms of the wishes and interests of 
the individuals comprising the group. In this case it could be 
argued that a widespread desire for more leisure would find expres- 
sion in a growth of absenteeism: that is, the working of fewer hours 
than those offered by employers. Individuals preferring leisure to 
income could accomplish this substitution by periodically taking 
leave without pay. Were this the case, the shortening of standard 
hours would not require either group or legislative action. Em- 
ployers faced with such behaviour would be forced to offer higher 
rates of pay for hours in excess of those that eee: would work 
at the existing hourly rates. 

There is little evidence that the 40-hour week was enna by a 
widespread rise in absenteeism, and it may be doubted whether 
there was any general tendency for wage-earners to refuse offers 
of employment up to, or even beyond, standard hours. The subse- 
quent success of offers of week-end and overtime employment as 4 
means of attracting labour certainly casts suspicion on the faithful- 
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ness with which Labour advocates who claimed that wage-earners 
wanted more leisure represented the views of a majority of unionists. 

On the other hand, it must be realised that in times of sub- 
stantial unemployment the opportunities for wage-earners to effect 
a substitution of this kind are limited; to some extent employers 
make an all-or-none offer, and will not employ men not prepared to 
work the ruling standard hours. It is only in times of over-full 
employment that wage-earners are in a position to make this sort 
of choice. In addition, it could be argued that workers themselves 
are accustomed to leave such decisions to those elected to power in 
Labour organisations. They hesitate to give expression to a desire 
to work less than the accepted norm of standard hours. This may 
be a reasonable attitude if the view is taken that the secular growth 
of real income entitles labour either to an increased real income or 
to shorter hours in any single period. To give individual expression 
to a desire for more leisure by working fewer hours for a smaller 
real income might prejudice their corporate effort to obtain reduced 
hours for the same real income. 

The final difficulty in this concept of choice by the Labour 
movement arises from the fact that lowering standard hours need 
not result in wage-earners working fewer hours for a smaller real 
income. In the first place, reductions of hours by the Court have 
left the weekly wage rate unchanged,!® and as the basic wage has 
been varied in accordance with fluctuations in retail prices, real 
wage rates have fallen only to the extent that margins remained 
fixed in money terms as prices rose. Reductions of hours have there- 
fore meant only slight reductions of real income for those who 
remain in employment. But it has been shown that a reduction of 
hours when the economy is depressed tends to raise unemployment ; 
for those dismissed because of the reduction, the fall in income is 
substantial. How does Labour weigh up the involuntary leisure and 
low real income of these against the unchanged incomes of those in 
employment? On the other hand, in conditions of labour shortage 
and limited import competition, man-hours of employment offered 
are unlikely to fall as a result of a reduction of standard hours. At 
such a time, the success of a claim to enjoy more leisure is likely to 
result in the same amount of work being done for a higher real 
income. 

Thus the 1947 decision to implement a 40-hour week brought 
to the wage-earner not more leisure," but a higher real income from 


10. The only exceptions I have discovered, viz. Builders’ Labourers in 1913, and 
Waterside Workers in 1915, concerned single industries in which employment was on a 
casual basis. The reduction of standard hours was therefore unlikely to reduce hours 
worked, and so did not reduce weekly earnings. 


11. Because he worked overtime, or at the week-end. Statistics of actual hours worked 
are, unfortunately, lacking. 
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overtime and week-end earnings, offset to a minor degree by the fall 
in the real value of margins. The relative reward for working hours 
in excess of 40 per week was increased; after a man has worked 
40 hours a higher hourly rate must be offered. This could be repre- 
sented as a preference not to work more than 40 hours per week. 
But in the conditions in which the claim was successful, the reduc- 
tion of hours itself ensured that firms would find it profitable to 
offer overtime rates and so induce wage-earners to work much 
the same hours despite their preference for leisure. 


Vv 


Having analysed the effects of reductions in standard hours, 
little need be added concerning increases in the basic wage; it can 
be seen that the two types of change display many similar features. 
In both cases the hourly wage rate, and hence prices in sheltered 
industries, rise. However, a given reduction of. standard hours will 
lead to a larger price increase than an increase of the basic wage in 
the same proportion. In the first place margins per hour are raised 
by the reduction, of standard hours, but are not immediately affected 
by an increase of the basic wage. Secondly, the importance given by 
the Court to the effect of its actions on the unsheltered industries 
practically ensures that no reduction of standard hours will be 
sanctioned except when these industries are prosperous. In Aus- 
tralian conditions, this is to say that the economy as a whole is likely 
to be prosperous. If this means an absence of substantial unemploy- 
ment, a reduction of hours will not lead to a reduction of output. 
This is also true of an increase in the basic wage; but with a reduc- 
tion of hours, overtime and penalty rates are paid, and so the price 
increase is larger than in the case of a proportionate rise in the 
basic wage. The remarks in the remainder of this section can there- 
fore be applied to either a reduction of hours or an increase in the 
basic wage, although for the sake of simplicity, reference is made 
only to the latter. 

What aspects of the economic situation should the Court, faced 
with the task of fixing the general level of money wage rates, be con- 
cerned with? One major effect of any wage increase is to reduce 
the real income of the producers of those exports in inelastic supply. 
If the Court is to know the implications of its decisions, it should 
know the extent to which wage rates enter directly into the costs of 
these producers, the effect on the prices of commodities purchased 
by exporters (both capital and consumption goods), and the impact 
of a rise in wage rates upon the index of retail prices, and so upon 
the subsequent movement of wage rates. Without some idea of these 
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magnitudes, any judgment by the Court as to how far it is justified 
in reducing the real incomes of exporters as it raises wage rates must 
be guesswork. 

Home costs having risen relatively to costs abroad, output, em- 
ployment and profits can be expected to fall in export industries 
where supply is elastic, and in those industries competing with im- 
ports. These effects, together with those set out in the preceding 
paragraph, can be expected to deter investment expenditure. On 
the other hand, the rise in wage rates will lead to an expectation of 
further price and wage increases, and to an increase in net profits. 
Capital expenditure is thereby stimulated. To estimate the impact 
of raising wage rates on the level of employment, the Court must 
know how many men would be dismissed because of a rise in costs 
in those industries where supply is elastic and foreign competition 
limits output; secondly, the net effect on investment expenditure, and 
what this means in terms of employment; thirdly, the extent to which 
these effects are accentuated by the multiplier process; and, finally, 
the effects on employment of falling real consumption expenditure 
by the recipients of export incomes. It would then be in a position to 
weigh the change in employment against the change in the real 
wage effected. 

It is interesting to reflect that these are essentially matters that 
would concern any government pursuing a conscious policy with 
respect to the exchange rate. The overt relations of the Court and 
governments have varied considerably in the past; but the attitudes 
taken up from time to time cannot change the fundamental inter- 
dependence of the Court and the Commonwealth Government, which 
is implicit in their respective roles of administering the level of 
money wage rates and the exchange rate. For alteration in either 
directly affects the position of unsheltered producers. 

An appreciation of the exchange rate in Australian conditions, 
where either the supply of exports is very inelastic or the demand 
for them is very elastic, or both, does not significantly alter export 
prices in foreign currencies. It therefore reduces exporters’ prices, 
and, therefore, their gross receipts, in £A by the extent of apprecia- 
tion. The ratio of home costs to foreign prices having been altered 
by appreciation, the Australian producer of goods competing with 
imports can be expected to lose business to overseas producers. 

There are, however, some differences between a rise in wage 
rates and appreciation. In the first place appreciation reduces the 
prices of unsheltered products, an effect which spreads through the 
economy as retail prices, and hence all money wage rates, are 
lowered; whereas prices rise as a result of an increase of wage rates, 
accentuating the rise in money wages. Falling prices depress, 
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whereas rising prices stimulate investment expenditure, and so out- 
put and employment. Secondly, appreciation effects the change in 
the ratio between foreign and Australian prices at once, the imme- 
diate adverse effects on unsheltered industries being offset to some 
extent by the subsequent fall in the price level. The rise in wage 
rates, on the other hand, penalises the unsheltered industries imme- 
diately to the extent that they employ labour whose wage rates are 
raised, this effect being reinforced as subsequent increases in prices 
and wages occur. Thirdly, appreciation raises the real value of 
margins, leaving the real basic wage unchanged, whereas a wage 
increase takes the form of an increase in the basic wage, reducing 
the real value of margins as the effects on prices work themselves out 
(though money margins may be raised after a time). 

There are, therefore, some reasons why Labour should prefer 
a wage increase to appreciation as a means of rendering the position 
of unsheltered industries less favourable.12 Particularly if they 
are confident that the real value of margins can be maintained, 
wage-earners have more to gain from a period of rising prices than 
from the alternative of stable prices and an appreciating currency. 
The same reasoning explains why Labour prefers depreciation to a 
reduction of wage rates in the opposite situation. In addition, depre- 
ciation can be expected to win the support of the well-organized 
rural exporting and unsheltered manufacturing producers, whereas 
appreciation in the opposite situation appeals strongly only to those 
whose assets or incomes are fixed in terms of £A, or to those whose 
costs contain a large proportion of imports. 

The preference for depreciation is strongly reinforced by the 
attitude of monetary authorities to international liquid reserves. A 
fall in the prices of internationally-traded goods is almost certain to 
involve Australia in a deficit on her current balance of payments. 
If the Commonwealth Bank exhausts its reserves of foreign cur- 
rencies and is unable to borrow, market forces tend to bring about 
a depreciation. This was the experience of early 1931, and if the 
situation ever arose again a very widespread system of exchange con- 
trols would be needed to prevent a repetition. The opposite situa- 
tion may lead to Australia amassing claims on London; but as we 
have seen during the past two years even a widespread expectation 
that this would produce appreciation has failed to bring it about. 

The first impact of the international trade cycle on Australia 
has been by way of fluctuations in the prices of internationally- 
traded goods. It is conceivable that Australia should set out to 
maintain a reasonably stable home price level, insulating herself 

12. There is a difficult question of the ene of the wage cut to be compared with 


a given appreciation. Is the criterion to be an equivalent effect on exporters’ real incomes, 
on employment, or on the balance of payments? 
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from these fluctuations by manipulating the exchange rate. But 
there appear to be substantial forces working for a solution in which 
the home price level rises in booms, while in a depression prices would 
be held steady and the currency depreciated. A long-term upward 
trend in prices and steady depreciation of the currency would be 
the result. The more countries that play the same game, the more 
rapid will be the rate of increase of prices. An interesting alter- 
nation of role between the Court and the Commonwealth Govern- 
ment is implied in this situation. In times of boom the Court holds 
the balance between home and foreign price levels, and transfers 
real income from the unsheltered sectors to wage-earners, by means of 
raising wage rates. In the depression the Court is expected to 
adopt a passive role, the functions previously exercised by it being 
undertaken by the Government in manipulating the exchange rate. 


R. J. CAMERON. 
Canberra University College. 








PRODUCTION AND EXCHANGE FOR AN 

ENTREPRENEUR PRODUCING TWO COMMO.- 

DITIES FOR AN IMPERFECTLY COMPETITIVE 
COMMODITY MARKET" 


SUMMARY 
I. Introduction. 
II. The Competitive Solution. 
III. Solution with an Imperfectly Competitive Commodity Market. 
IV. “Full” Equilibrium. 


I 


The intention of this article is to extend the application of the 
indifference curve analysis from the well known case of an entre- 
preneur who produces two commodities—between which there is the 
possibility of substitution in production—and disposes of them in a 
perfectly competitive market, to the case where the market is imper- 
fect, the entrepreneur being faced with a demand curve of less than 
infinite elasticity. 

As an introductory step, the competitive solution is briefly sum- 
marized in Part II, mainly to show exactly what the problem of intro- 
ducing the imperfectly competitive assumptions implies. In Part III 
the partial equilibrium situation for the entrepreneur in the imperfect 
market is developed, with the imposed limitation of a stable consumer 
demand relation between the products. This shows that the most 
preferred position for the entrepreneur is that at which the marginal 
(opportunity) cost of one of the commodities he produces (the mar- 
ginal rate at which he can substitute the other for it in production) 
equals the marginal revenue for that commodity (again in terms of 
the other commodity), which in turn is equal to the marginal rate 
of substitution between the commodities on his own preference scale. 
When these conditions are satisfied, he has maximized the utility he 
can derive from the two commodities. The preferences of his cus- 
tomers are assumed to have been incorporated in the market demand 
relation which faces him. 

Part IV proceeds to examine the type of group equilibrium that 
is dealt with by Joan Robinson in the Economics of Imperfect Com- 
petition, and E. H. Chamberlin in the Theory of Monopolistic Com- 
petition. I beg the question of the appropriateness of the ‘group 
concept’ for this type of analysis. This part of the article, for pur- 
poses which will be obvious later, involves the introduction of a third 
commodity into the market, though the production opportunity still 
remains, as before, between the two original commodities. 


1. I wish to acknowledge the assistance I have received from Professor G. G. Firth, 
who read the draft and criticised extensively. 
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II 


Commencing for simplicity with two commodities—which the 
entrepreneur is able to produce in variable proportions from his 
productive resources—and his preference scale, the competitive inter- 
pretation is as follows.? 

The combinations in production of the two commodities can be 
represented graphically by the curve ACKB in figure 1. This curve 
shows that, given the entrepreneur’s productive resources, he can 
produce any combination of the commodities X and Y which can be 
associated with a point in the area of the figure bounded by the X and 
Y axes and the curve ACKB itself. Normally of course, for a given 
production of say X he will produce the maximum amount of Y 
within his capacity, so that, to all intents and purposes the curve 
ACKB will contain all the points which really matter. Hence we will 
confine our attention to this ‘‘production opportunity’’ curve. The 
gradient of this curve will represent the marginal cost of one 
commodity in terms of the other, since it shows the rate at which the 
production of one commodity is foregone when production of the 
other is increased. 
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_ 2 This is the technique used by W. W. Leontief—‘‘The Use of Indifference Curves 
in the Analysis of Foreign Trade”, Quarterly Journal of Economics, May, 1933, pp. 496-498. 
It has also been used by A. Lerner—“The Diagrammatic Representation of Cost Conditions 
in International Trade”, Economica, August, 1932, pp. 346-356. The original suggestion, 
quoted by Lerner, comes from Haberler in Weltwirtschaftliches Archiv,’ July, 1930. 
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If there is no opportunity for exchange with other individuals, 
production will be directed to give the combination OD of X and OF 
of Y (figure 1), since, from all those combinations which are available 
to him, this one will be highest on his scale of preference. That is, 
it is the combination on ACKB at the point (C) where the produe- 
tion opportunity curve is tangential to an indifference curve (Z) on 
the entrepreneur’s indifference map. 

On the other hand, if he has access to a purely competitive market 
in these commodities, he can exchange Y for X at a given rate of 
exchange between them. For instance, from his position at C, he can 
perform exchanges along the straight line CF, the gradient of which 
represents the market rate of exchange between X and Y. This he 
would do until he achieves that combination which stands highest on 
his scale of preferences under the new conditions; namely, the point 
J, where the line CF is tangential to the indifference curve I’, and 
where his final combination of commodities will be OP of X and 0Q 
of Y, having exchanged EQ of Y for DP of ‘X. 

However, now that the market is open to him he will find that he 
can get still higher on his scale of preference by altering his produc- 
tion combination to the point K on ACKB, where the market oppor- 
tunity (or price) line is tangential to the production opportunity line. 
From K he will exchange along KG—which is parallel to CF—to the 
point L, where KG is tangential to the indifference curve I”. 

This will then be an ‘‘equilibrium’’ state of affairs for the entre- 
preneur, since marginal cost—the gradient of ACKB at K—equals 
marginal revenue—the gradient of KG (which is also average revenue, 
since the price ratio is constant)—which in turn equals his marginal 
rate of substitution between X and Y—the gradient of indifference 
curve I” at L—when he is acting as a consumer of the two commo- 
dities. 

III 


Using the same production opportunity curve as before, we now 
consider the case where the entrepreneur is faced with a downward 
sloping demand curve in the commodity market—in this case, demand 
for Y in terms of X. Such a situation will produce a total revenue 
curve much after the style of the curve OT in figure 2. With such a 
curve the entrepreneur will consider that MP/OP is the maximum 
price at which he could sell OP of Y, and similarly that NQ/OQ is 
the maximum price for the sale of OQ of Y, the price falling as sales 
increase. The marginal revenue of sales is represented by the gradient 
of OT at, the point corresponding to the amount of Y sold. There will 
come a time, as the sales of Y are increased, when the curve OT will 
commence to fall, marginal revenue becoming negative, but this is 
ignored as immaterial for the discussion in hand. 
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Figure II 


Such a total revenue curve may be ‘‘fitted’’ to the production 
opportunity curve by rotating it clockwise through one right-angle 
(see figure 3). It then becomes the market opportunity curve CJF, 
retaining its properties with respect to price (average revenue) and 
marginal ‘revenue. It now ‘‘originates’’ from the position C on the 
production opportunity curve ARCB (figure 3), which represents the 
combination OD of X and OE of Y that the entrepreneur decides to 
produce. 

Given for the moment that the entrepreneur decides to produce 
at this point C on ARCB, we repeat the argument of page 168, 
but in this case using the curved imperfect market opportunity curve 
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CJF—which is, of course, the rotated total revenue curve of figure 2. 
The equilibrium position occurs at J, where CJF is tangential to the 
indifference curve J*. At this point, marginal revenue— the gradient 
of CJF at J—equals the marginal rate of substitution—the gradient 
of I* at J—but there is, of course, no certainty that these are in turn 
equal to the marginal cost—the gradient of ARCB at C. 


 j \" 
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Figure lII 


We must now introduce an assumption which does not appear 
to the writer to be unwarranted; namely, that the demand curve for 
Y in terms of X is independent of the amount of Y that our entre- 
preneur can produce within the limits of his production opportunity. 
In terms of the diagrams, this means that, no matter where on the 
production opportunity curve the market opportunity curve originates, 
it retains its shape unchanged. If this is allowed, then, we can again 
look at figure 3, and imagine that we can slide the curve CJF up and 
down along the curve ARCB until we find a position where the 
gradient of CJF at its point of tangency with an indifference curve 
equals the gradient of ARCB at the origin (C) of CJF. 

Assume that this has been done, and that figure 3 now indicates 
such a position for CJF, where marginal cost equals marginal revenue 
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equals marginal rate of substitution. On the reasoning of page 168 
for the competitive solution, this will be a final equilibrium solution 
for the entrepreneur. But we now have to show that this will put 
him in his most preferred position, and this is not obvious from the 
diagram (in the way in which it was obvious in figure 1). 

The proof is as follows. If CJF slides along ARCB it will gene- 
rate an envelope such as BJM in figure 4. All points on this envelope 
will also be points on some market opportunity curve, therefore they 
will represent combinations off X and Y available to the entrepreneur 
by production and exchange. Furthermore, the line BJM is the 
boundary between combinations which are, and those which are not, 
available to the entrepreneur. That is, he can, if he so desires, 
achieve any group of X and Y within the area bounded by the lines 
OB, OM and BJM, but he is not able to go beyond the line BJM itself. 
From figure 4 it is obvious that J is the most preferred position 
available. It is the point where the envelope is tangential to the in- 
difference curve 7**. Through this point J, from the construction of 
the envelope, a market opportunity curve (CJF) will pass. This 
curve will be tangential to the envelope at the point J, and hence also 
tangential to the indifference curve J** at J. It remains to show that 
the gradient of ACB (figure 4) at C also equals the gradient of the 
envelope at J. 

If, in the formation of the envelope, two adjacent positions of 
the line CJF are considered; one can be imagined to represent the 
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Figure IV 
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position which the other would occupy if it were moved slightly along 
the production opportunity curve. Each point on the first curve will 
correspond to a similar point on the second curve. If the first curve 
is considered to move into the second position, each of these points 
will trace out a path which will be identical in shape with the part of 
the production opportunity curve over which the end (C) of the 
market opportunity curve has slid. If the two curves are very close 
together, the points of tangency between them and the envelope will, 
to all intents and purposes, be two such similar points, and in tracing 
out their small section of the envelope, they will have moved parallel 
to the movement of C along the production opportunity curve. Carried 
to the limit, when the displacement of the origin (C) tends to zero, 
the gradient of the envelope at its point of tangency with a market 
opportunity curve is identical with the gradient of the production 
opportunity curve, where this particular market opportunity curve 
originates. This means, of course, that the most preferred position 
derived in the previous paragraph is also a position at which marginal 
cost equals marginal revenue, which in turn equals marginal rate of 
substitution. 

So far, we have derived the equilibrium conditions for production 
and exchange in an imperfect commodity market from the point of 
view of one entrepreneur, but have said nothing of the stability con- 
ditions. The equilibrium condition is the tangency of the market 
opportunity envelope curve, with an indifference curve. This, how- 
ever, provides stability only if the envelope has less convexity towards 
the origin than the entrepreneur’s indifference curve at the point of 
tangency of the two curves. Thus we could still have stability even 
though the production opportunity curve itself were convex (towards 
the origin), provided however that its convexity was not sufficient 
to produce an envelope more convex than the appropriate indifference 
curve at their point of tangency. That is, in an imperfect market, 
decreasing marginal cost may well produce a stable situation, and, in 
fact, because we are prevented from considering negative amounts 
of commodities, must produce a position of stability. 


IV 


The problem now is to investigate the case where not only is 
marginal cost equal to marginal revenue and in turn equal to the 
entrepreneur’s marginal rate of substitution between the commodities, 
but in addition, where average cost is equal to average revenue. For 
this case, as will be seen later, we need to consider three commodities, 
say X, Y, and Z, with a market opportunity between all three, but 


3. This can be shown mathematically to be true also for the general case of m + n 
commodities in exchange, with a production opportunity involving m of the commodities. 
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with a production opportunity between X and Y only. This is neces- 
sary in order to retain the possibility of exchange. 

The market opportunity is now represented by a curved surface, 
such as CEFJC in figure 5, concave to the origin. The production 
opportunity is still shown by the curve ACB as in previous diagrams. 
A market opportunity envelope is again formed, in this case by sliding 
the market opportunity surface in such a way that its origin at C runs 
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along the production opportunity curve (ACB). This envelope is 
represented by the surface BNEMJB (figure 5). The most preferred 
position is conceived to occur at point K on BNEMJB, where an in- 
difference surface (not shown) touches this surface tangentially. The 
market opportunity surface (CEFJC), which also passes through 
the point K, has in this case a line of tangency with the envelope, 
namely the curve EKJ. At all points along this curve the XY 
gradient of the envelope surface equals the gradient of ACB at the 
point C. 

Given this situation, the entrepreneur will produce the combina- 
tion OD of X and DC of Y, and will then in the market, exchange 
this combination along the market opportunity surface into a com- 
bination of OH of X, OT of Z and, LK of Y. The situation will then 
be such that the marginal cost of Y in terms of X equals the marginal 
revenue of Y in terms of X, which also equals the marginal rate of 
substitution between X and Y; and in addition, marginal revenue of 
Y in terms of Z equals marginal rate of substitution between Y and 
Z, all being conceived as the relevant gradients in figure 5. Since 
there is no production opportunity as between Z and the other two, 
there will be no marginal cost relation involving Z. 
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Reverting to the exchange from position C to position K in 
figure 5, we can resolve it into two exchanges. First an exchange of 
X for Y to position J along the market opportunity curve CJF (the 
intersection of the market opportunity surface CEFJC and the XOY 
plane), and a second exchange from J to K along the curve JKE, 
which lies entirely in the market opportunity surface CEFJC. The 
first of these two exchanges is identical in form with that already 
shown in figure 3, and the analysis can best be considered in reference 
to that figure. 

In figure 3, marginal cost equals marginal revenue equals mar- 
ginal rate of substitution, with production to point C and exchange 
to point J. In this case, an amount CQ of Y is exchanged in the market 
for an amount QJ of X at an average revenue (price) of QJ/CQ 
units of X per unit of Y, which is the gradient of the straight line from 
C to J with respect to the Y-axis. The average cost of producing Y 
is obviously AD/DC, or the gradient of the straight line CA with 
respect to the Y-axis. This, however, is not the average cost appro- 
priate to the amount of Y exchanged. Since there is a reserve demand 
of QD of Y under the conditions of the market, the appropriate 
average cost will be RQ/QC, RQ being the amount of X foregone in 
order that the extra production, QC of Y, can be obtained. Thus the 
appropriate average cost will be the gradient of the straight line CR 
with respect to the Y-axis. If average cost is to equal average revenue, 
then it is obvious that the points R and J must coincide; that is, the 
envelope curve must be tangential to the production opportunity curve 
at R (wherever R moves to as the adjustment takes place). This almost 
automatically implies that C and R should coincide, i.e. the origin 
of the market opportunity curve should also be at the point of tan- 
gency of the envelope and the production opportunity curve, and its 
gradient at the origin should be the same as that of the production 
opportunity curve at R (C). 

Thus the first requisite, in order to equate average cost and 
average revenue, is that the market opportunity curve should rotate 
clockwise about its axis. This would occur as more entrepreneurs 
entered into production of Y to be exchanged for X. The total revenue 
curve of figure 2 will fall to the right, and may possibly tend to flatten, 
though this is not essential to the argument. The final result, in so 
far as it concerns the two commodities between which the production 
opportunity exists, will be the production of such a combination of 
commodities as would occur if there was no opportunity for exchange 
on the market, and then, transferring our attention to the three 
commodity case, an exchange in which the third commodity enters 
into the picture. 


1951 
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Figure 5 will transform into figure 6, with production to point C 
on the production opportunity curve ACB, followed by an exchange 
of Y for Z along the line of tangency CKE between the market oppor- 
tunity and envelope surfaces to the equilibrium point K, where an 
indifference surface (again not shown) is tangential to the envelope 
surface. 

Figure 6 can best be understood as a modification of figure 5, 
where the market opportunity surface CEFJC of figure 5 has ‘‘fallen 
down’’ until the envelope coincides, at its intersection with the XOY 
plane, with the production opportunity curve from B to C. That part 
of the envelope surface enclosed by the lines BNEKCB is traced out by 
the ‘‘edge’’ EC of the market opportunity surface CKEFC (figure 6). 
The rest of the envelope, CKEMC, is formed as in figure 5. Hence, 
for the particular market opportunity surface shown, the line of 
tangency EKJ of figure 5 has now become the ‘‘edge’’ EKC of the 
market opportunity surface itself. This has thus excluded X from 
the exchange process. 

C. S. SOPER. 
University of Tasmania. 








ADVERTISING OUTLAY IN AUSTRALIA 


I. The Need for Australian Data. 
II. Newspaper Advertising. 
III. Commercial Radio Advertising. 
IV. Other Media. 

V. Total Advertising Outlay, 1949-50. 


I 

In their recent path-breaking study, The Cost of Distribution} 
Messrs. Lengyel and Beecroft referred to the absence of Australian 
data on advertising outlays and were, themselves, forced to rely 
almost entirely upon figures relating to the United States and the 
United Kingdom. They said: ‘‘We have no details, whether and 
to what extent, the cost of advertising in the retail trade has changed 
in actual figures in Australia during the period under review. The 
only figures available relating to advertising are those of the income 
of commercial broadcasting stations in Australia, which rose from 
£1:33m. in 1941-1942 to £2:2m. in 1945-46. (13th Report of the Parlia- 
mentary Standing Committee on Broadcasting) ’’. 

This represents a serious gap in our knowledge of the Australian 
economy (there are, of course, many others), and the need for useful 
data in this field must be felt by all students in the spheres of distri- 
bution, market imperfection and oligopoly. In this article I hope to 
essay some first steps towards filling this lacuna. It is proposed first 
to discuss available sources, particularly from the viewpoint of time 
series. In Section V an attempt will be made to estimate the total 
advertising outlay for 1949-50. 


II 


The first data which I wish to introduce relate to advertising in 
metropolitan daily and weekly newspapers throughout the Common- 
wealth. I am indebted to Newspaper News for permitting me to use 
their files to extract the figures which are assembled in Table I. This 
table shows the space (in column inches) used by advertisers in metro- 
politan daily and weekly newspapers during the period 1932-33 to 
1949-50 in respect of reasonably well-defined groups of goods and. ser- 
vices. These series are now compiled on a continuous basis and are 
published by Newspaper News monthly, together with annual sum- 
maries. As the slight distinction as media between dailies and weeklies 
is not of particular interest to economists, it was originally intended 
to combine the two series in Table I. However, in view of the fact 
discussed below that the series for weeklies will be discontinuous 


1. Department of Economics and Commerce, University of Melbourne. 
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Table 1 
ADVERTISING SPACE USED IN METROPOLITAN DAILIES AND WEEKLIES (a) 


(Column Inches in Thousands) 
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as from July, 1950, it was thought preferable to publish the data as peo 
separate series. Table II sets out the combined totals for Retail, : 
National and Total Advertising. phi 
data 
TABLE II one 
ar 
Advertising in Metropolitan Dailies and Weeklies 
(Column Inches in Thousands) pres 
Retail National Total 
Advertising Advertising Advertising 
gages? .. 0... SB 2725-1 78840 “i 
eee .. .. i... «. OR 2899-4 8303-3 - 
198435... .. .. .. .. S6Q94 3322-8 9017-6 7 
pees 5. os as ss Se 3539-9 9520-0 9, 
MOST .. .. « «sc «s BS 3697-5 9762-9 8 
eres ... .. sw ss 4 RS 3956°3 10,142-7 
GS)... «. ss cv os SES 3945°1 10,127°8 | 
BUONO 2. ww te ce ce SE 3282°1 9020-7 . 
TOUO41 2. cs ss oe os TES 2630°3 7510-4 
WOM ak wn aw se Te 1756-5 4668°9 
eee 4s cc ane ss 1325-8 3300-6 
re 1402-0 3301°4 § 
MOOS 2. ccc ss ee ORR 1838-0 4162°5 ie 
RE. nwa ss SS 2415°8 5748-7 } 
Bea... « Bs 3055-1 7531°3 3 
MS kc cd ew 2562-5 6507-1 
166-40... .. «2 ss vs BOS 2519-2 6516-2 
1900-050 .. .. .. .. «s BBA 3441-1 9335-0 
* Estimated. be : 
fe 
Curves for these categories are shown in Figure 1. pe 


Perhaps some comments should first be made on the make-up 
of the series. The figures are, of course, ‘‘real’’ figures in the sense = 


that employment or physical production figures are real, that is to Bow 
say they are independent of changes in general money values. To - 
obtain figures in terms of money it would be necessary to multiply / iif 
the inchages by a weighted average of advertising rates. However, 
there is one qualification to the foregoing statement. The data are nas 
only strictly comparable in their present form on-the assumption \ or 
that column widths have remained constant, a change in column ant 
widths being tantamount to a change in rates. Over the period shown . 
this assumption is quite realistic, and changes over these years, if ) si 
any, have been individual and particular, and would therefore tend ‘| i 


to cancel out. However, in view of the world-wide newsprint crisis 
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which has developed over the last year or so, there has been during 
1951 a general move in Australia towards narrower columns. Such 
a general move would necessitate appropriate adjustments to the 
data before they would be strictly comparable over time. But any 
difficulty arising from this source disappears as soon as the figures 
are translated into money terms. 

















FIGURE 1 
ADVERTISING IN METROPOLITAN DAILIES AND WEEKLIES 
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There is another point about comparability over time which may 
be noticed here. In the case of daily newspapers, the total number 
of dailies is discrete and can be readily defined. The commencement 
of new papers or the disappearance of old can be naturally incor- 
porated into the series without damaging comparability. Such move- 


‘ . . 
; ments would merely reflect processes of growth or recession. But in 


—— 


the case of weeklies, the problem is not quite so easy because it is more 
liffcult to define a weekly newspaper. The narrower the definition 
idopted the greater will be the comparability over time, the broader 
he definition the greater the coverage provided by the series. The 
compilers of the data have tried to steer a course between these two 
nds and have attempted to maintain reasonable comparability while 
at the same time providing broad representativeness. In this, of 
course, they have been guided by an intimate knowledge of the 
tade. The exact scope of the coverage provided by the data in 
table I for 1949-50 can be seen from Table III. 











THE ECONOMIC RECORD DEC. 
TABLE IIT 
Newspapers Represented in Data of Table I for year 1949-50. 
Dailies Weeklies 


Sydney Telegraph, Mirror, Sunday Herald, Women’s Mirror, 
S.M. Herald, Sun Bulletin, Woman’s Weekly, Land, 
Country Life, Farmer and Settler, 
Sunday Sun, Smith’s Weekly, 
Truth, Woman, Sunday Telegraph 
Melbourne Age, Argus, Sun, Countryman, Leader, New Idea, 
Herald Truth, Weekly Times, Stock and 
Land, Australasian-Post 


Brisbane Courier Mail, Tele- Sunday Mail, Truth 


graph 

Adelaide Advertiser, News Mail, Chronicle 

Perth Daily News, West Mirror, Sunday Times, Western 
Australian Mail 

Hobart Mercury 


It will be seen at once that the definition of a weekly newspaper 
is very broad. The difficulties of this broad definition have been 
recognized, however, and as from 1950-51 a narrower definition is 
being applied, a new series covering magazine advertising having 
been established. 

Set out in Table IV at three-yearly intervals are the percentages 
of the total inchages of Table II, which represent respectively daily 
and weekly newspapers. 


TABLE IV 
1933-34 1936-37 1939-40 1942-43 1945-46 1948-49 
Sees es se eS 81:8 79:2 80°4 77:5 79:3 176°5 
MNPORIROS Co. Sse as 18-2 208 19:6 22:5 20-7 23°5 


It will be seen that the ratio between advertising in dailies and 
weeklies has remained fairly constant,2 and this suggests that a high 
degree of comparability has been maintained in the weekly series. 
Moreover, as daily advertising accounts for something like 80% of 
the total, the aggregate figures shown in Table II cannot be said to 
suffer any great loss of comparability over time from this cause. 

It will hardly be necessary to point out, of course, that the data 
set out in this section are only what they purport to be, namely, 

2. The slight latter-day trend towards weeklies is probably the result of limited new 


print supplies. In the United Kingdom, where the newsprint position has been far more 
parlous, a similar, but more pronounced, trend away from dailies has occurred. 
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indices of newspaper advertising. Although newspaper advertising 
represents a large proportion of total advertising, the data for news- 
papers will only reflect the general movement in advertising outlays 
provided other things remain equal. In particular, the figures for 
the war and post-war period need to be read in the light of the strin- 
gent newsprint supply position which obtained during those years.’ 
Mention has already been made of the recently developing crisis in 
newsprint supply which has given rise, in the past 12 months, to a 
sharp upward movement in newspaper prices as well as advertising 
rates, and, incidentally, has occasioned considerable editorial adver- 
tising in favour of appreciation of the £A. To some extent these 
trends will be reflected in the outlays for other media. 


Ill 


The second most important media in the field of national adver- 
tising, and becoming increasingly important, is that provided by 
commercial broadcasting stations. These stations are maintained on 
the air solely from advertising revenues. Fortunately, figures for the 
gross revenue of commercial broadcasting stations in Australia are 
available and these give at once a figure for advertising outlay on 
radio-time. These figures are set out in Table V. 


TABLE V 
Gross Revenue of Australian Commercial Broadcasting Stations 
Year Revenue 

£m. 
TSG bac wiina“aan, Ba 
TOD 6. te ence SS 
Pe ee 
Cae ee 
eee 
1949-50 .. .. .. .. .. 2°852 (estimated) 


The figures for the period 1941-42 to 1945-46 are taken from the 
15th Report of the Parliamentary Standing Committee on Broadeast- 
ing. The figure for 1949-50 is arrived at in the following manner. 

Following upon the passing of the Australian Broadcasting Act, 
1948, the Treasurer of the Commonwealth approved of a new 
head of Revenue entitled ‘‘Broadcasting Services’’, divided into three 
items, viz. Item 1: Listeners’ Licence-fees; Item 2: Broadcasting 
Stations Licence Fees; and Item 3: Miscellaneous.4 The 1949-50 

8. The peak of newsprint rationing was reached in 1942, when supplies were limited 


to 27%% of pre-war usage. Rationing was lifted on Ist January, 1947. 
4. Auditor-General’s Report, 30th June, 1950. 
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figure for Item 2 was £16,811, representing the revenue received on 
account of licence fees for commercial broadcasting stations. 

As provided by the Commercial Broadcasting Stations Licence 
Fees Act, 1942, every commercial station operating for a year or 
part of a year pays a flat fee of £25. In addition, every station which 
makes a profit from its operations must pay an additional fee caleu- 
lated as 4% of its gross revenue. If we can assume that all stations 
showed a profit for 1949-50, the estimate of gross revenue follows 
immediately. 

During 1949-50 there were 102 stations on the air. Deducting 
from £16,811 (Item 2) £2,550, representing the fixed fee of £25 for 
102 stations, we get £14,261. This figure, then, represents 4% of the 
gross revenue of commercial broadcasting stations which made a 
profit. On the assumption that all stations showed a profit for the 
year, the aggregate gross revenue of commercial broadcasting stations 
would be £2°852m. 

Estimates constructed on these lines should henceforth be avail- 
able as a continuous series. The main defect of such estimates is 
the assumption that all stations have made a profit. If, in fact, some 
stations do incur losses, the effect will be to understate the estimate 
by the amount of gross income earned by those stations. In the 
present circumstances, however, the assumption that all stations 
are operating at a profit does not seem to create any difficulty. 


IV 


Metropolitan press and commercial radio are the two most impor- 
tant media in modern advertising. However, there is a multiplicity 
of other media which account for a considerable advertising outlay. 

When, considering the totality of media used for advertising, one 
is immediately confronted with the problem of drawing a line between 
advertising expenditure and the much broader category of ‘‘selling 
costs’’. For example, commercial travelling would fall in the 
broader category of selling costs; most people would class catalogues 
as advertising. Again, a neon sign would usually be regarded a8 
advertising; a brass plate is, professionally at any rate, not s0 
regarded. 

The only solution to this problem lies in a common sense delinea- 
tion, bearing in mind the purpose any classification is intended to 
serve. On this basis we may say then that the principal other 
media are: Country and provincial press; suburban press (usually 
sustained wholly by advertising, mainly retail and classified) ; maga- 
zines, technical and trade journals and newspapers; railway, tram- 
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way and bus advertising; hoardings and other posters; screen adver- 
tising ; neon lighting and window display ; catalogues, leaflets, mailed 
circulars, other printed matter and display material. 

There is another point of definition which must be noticed when 
we come to consider total outlay. In general, an estimate of adver- 
tising outlay will necessarily be confined to expenditures incurred 
external to the firm. Electricity for neon or window lighting, salaries 
of advertising managers and staff, and so forth are certainly costs 
associated with the advertising function, but normally it will be im- 
possible to separate them out from the general overheads of the firm. 
However, in some cases where functions are usually carried on external 
to the firm it will be possible to impute similar costs to those firms 
bearing the costs internally. For example, production costs associated 
with press copy are usually incurred external to the firm in the case 
of national advertising; in the case of retail advertising they nor- 
mally are not. 

On the basis of these definitions, we are now in a position to pro- 
ceed to an estimate of total advertising outlay. 


Vv 


The basis of the estimate of total advertising outlay for 1949-50 
to be attempted in this section is a schedule of agency turnover pre- 
pared by the Australian Association of Advertising Agencies. The 
schedule is based on returns submitted by 46 out of a total number 
of 125 accredited agencies. Most larger agencies were among those 
reporting, and the sample represents slightly more than 50% of the 
total turnover as estimated by the Association, viz. £14m. This figure 
represents almost wholly national advertising, only a small amount of 
retail advertising being handled by agencies. 

The distribution of turnover between media as disclosed by the 
schedule is set out in terms of percentages in Table VI. Some minor 
adjustments have been made to suit the table to our purposes, but 
only one warrants mention. Of the total turnover, 5.6% represented 
agency service fees, miscellaneous revenue and sundry outpayments. 
In our table the amount represented by these sundry items has been 
spread proportionately over the various media and has been added 
to production costs. 

If we accept the estimate of agency turnover at £14m., we are 
in a position to assess the outlays in respect of each of the major 
media. 


1. Press and Other Publications. 


According to Table VI, outlay on press advertising represented 
66.44% of the total for all media. This gives a figure of £9-301m., of 
B 
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TaBLE VI 
Distribution of Turnover of Advertising Agencies Between Media 
(1949-50) 
Per cent. Per cent. 
PRESS: 
eee sees ee ee 5614 
Plus sneinelies: oul msinetiadetanes (18.3 
per cent.) 
EE ea i as, Kole RR 66.44 
RADIO: 
wee Gs ass cece ae 


Pine programmes pveient sails weninied and 
miscellaneous (44.9 per cent.) 


ee ee a ee ee eee 20.69 


SCREEN SLIDES AND FILMS: 


Showing Time .. .. .. . ae 
Plus production and snlnettieininntin (31. 7 per 
cent.) 


ee ee ee 2.12 


POSTERS: 


re > Rae 
Plus decination “an srbieilionanen: (30 p per 
cent.) 


ee eee ee ee 1.83 


PRINTED MATTER AND DISPLAY 
ry S| an ee 
Plus sleiionton (5. 9. per al ) 


TOTAL PRINTED MATTER, ETC. .... .. 8.92 


—_———_ 


100.00 


which £7:860m. represents purchase of space and £1:441m. produc- 
tion and miscellaneous costs. Very nearly all this expenditure will 
represent national advertising, although it will include some retail 
advertising, particularly on account of smaller retailers. On the 
other hand, some national advertising will not have been handled by 
agencies. Off-setting these adjustments, we accept our figure of 
£9:301m. as a firm estimate of total outlay in respect of national adver- 
tising for this class of media. 
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It now becomes necessary to attempt an estimate for local adver- 
tising—classified, retail and amusements—very little of which is 
handled by advertising agencies. We can neglect magazines, technical 
and trade journals, etc., as these only carry an infinitesimal volume 
of local advertising. We are left then with metropolitan, suburban 
and provincial press as the main vehicles of local advertising. 

Inchages for metropolitan press are given in Table 1, and it is 
only necessary to establish an appropriate rate to express these in 
money terms. However, the rates structure for metropolitan news- 
papers is very complex. In general, for display advertising there is a 
casual rate and a series of contract rates. These rates are subject to 
positional and other loadings, and, usually, a rebate of 10%! is allowed 
on retail advertising (in lieu of agency commission). Amusement rates, 
too, are normally subject to concessions, but practice in this case 
varies considerably. Sometimes a display rate is quoted, sometimes 
a classified rate, and sometimes a special rate. Classified rates are 
even more complex. Usually, they are two-part rates, but they also 
vary according both to subject-matter and day of the week. 

It is, therefore, not proposed to pursue an artificial exactitude. 
The basic rate to be used here is the average maximum contract rate 
for display advertising. On one side of such a rate will lie the 
casual rate and special loadings; on the other side will be the conces- 
sional contract rates. 

In the case of weeklies, local advertising will be concentrated in 
the newspaper rather than the magazine type of weekly. It is esti- 
mated that rates for these papers are approximately 20% higher than 
for dailies. It is therefore necessary to weight weekly inchages to 
this extent. 

Also, advertising rates vary considerably as between States. Syd- 
ney rates, for example, are about three times Adelaide rates. Hence, 
it is necessary also to weight rates according to the distribution of 
local inchages between States. Moreover, during the period there 
were some increases in rates, and therefore our average rate must 
be calculated according to the proportion of the year for which each 
rate was effective. 

On this basis, the weighted average rate is calculated to be 31/- 
per column inch. This rate appears, on a broad check, to be con- 
sistent with our estimate for national press advertising made above. 
It also accords sensibly with classified rates, representing an average 
of 2/24 per line (there normally being 14 lines to the inch). In the 
case of retail and amusement advertising, however, it is proposed to 
allow 10% off this rate and inchages must be weighted accordingly. 


5. Data from “Advertising Rate and Data Service: Newspaper Edition”. 
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From Table I, then, we have 5261-2 thousand daily and 632-7 
thousand weekly inches to evaluate, a total, after weighting in 
respect of weekly and of retail and amusement inchages, of 5779-3 
inches. Applying our rate of 31/- gives a total, figure of £8°958m. for 
local advertising in metropolitan newspapers for 1949-50. 

We now turn to suburban press. Suburban press is in the main 
issued free, and is sustained by local advertising. There are also a 
few provincial free papers of a similar kind and these are included 
here. 

From the Press Directory, 1951, it is found that during 1949-50 
there were 132 such papers, publishing 152 issues per week. From the 
same source it is possible to calculate an estimate of total weekly 
inchage by multiplying the number of columns by the length of the 
columns, by the number of pages, by the number of issues, and sum- 
ming for all papers. The total weekly inchage calculated in this 
manner is estimated to be 120,000. 

From a sample of such papers it is estimated that on the average 
about 80% of total inchage is used for advertising. Hence the total 
weekly paid inchage is estimated to be 96,000. It is now only neces- 
sary to apply an appropriate rate. The average contract rate for all 
papers for 1949-50 was 3/6. Applying this figure gives the value of 
weekly advertising inchage as £16,800. On an annual basis, this 
amounts to £0°874m. 

The calculation for provincial press is made on a similiar basis, 
During 1949-50 there were 472 papers with 795 weekly issues. Total 
weekly inchage is estimated at 860,000. 

Because of the greater heterogeneity of provincial press, it is 
more difficult to obtain a representative sample. Papers range from 
the dailies of cities like Canberra, Newcastle, Broken Hill, Bathurst, 
Wagga, Ballarat, Bendigo, Geelong, Launceston and so on to small 
weeklies of outback centres. However, the influence of the more im- 
portant dailies predominates in total inchage. Dailies represent only 
8.3% of the papers, but account for 40% of the total inchage. 

‘Of the total space used in metropolitan dailies, 53% was given 
to advertising, 40% to local advertising. For the want of more 
accurate data, it is proposed to apply this latter percentage to the 
estimated total inchage for provincial press. This gives an estimated 
344,000 paid inches per week. 

An average rate for provincial press is estimated at 3/- per inch, 
and applying this rate gives a figure of £51,600 per week, or £2:683m. 
for the year. 

Value of total local press advertising is therefore placed at 
£12:515m., made up of £8°958m. for metropolitan press, £0-874m. for 
suburban press, and £2.683m. for provincial press. 
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These figures relate to purchase of space only, and it remains 
to consider production costs, etc., associated with this advertising. 
In general, display advertising will involve production costs, and it 
is proposed to make provision for this expenditure in respect of total 
retail and a fairly arbitrary 20% of amusement advertising. For 
metropolitan newspapers, these categories represent 31.3% of the 
total weighted local inchage. If we assume a similar proportion for 
suburban and provincial press, we have to provide for production 
eosts in respect of 31.3% of our estimated outlay of £12:515m., or 
£3:917m. 

However, it is not intended to apply the rate of Table VI here 
because local advertising is not subject to many of the incidental 
costs of national advertising, e.g. market research fees, distribution 
expenses, ete. It is therefore proposed to use the straight out pro- 
duction rate which, according to the figures of Agency turnover, was 
11.7% on space costs. Applying this rate gives an estimate for pro- 
duction costs of £0°458m. Hence, total outlay for local press adver- 
tising is placed at £12:973m. 

Total outlay for all press and other publications is therefore 
estimated to be £22°274m., made up of £9°301m. for national adver- 
tising and £12-973m. for local advertising. 


2. Broadcasting. 


From Table VI it will be seen that radio time represented 14:28% 
of the estimated turnover of advertising agencies, viz. £14m. This 
gives a figure of £2:0m. But Table V of Section II gives an estimate 
for total radio time purchased for 1949-50, of £2.852m. The difference 
between the two figures may be taken as representative of expenditure 
on radio advertising not handled by agencies. This would include 
the bulk of local advertising—classified, retail and amusements—and 
a certain amount of national advertising as well as Government and 
political advertising. We may therefore accept the figure of £2-852m. 
as our estimate for outlay on radio time during 1949-50. 

It will also be seen from Table VI that programme and production 
costs and miscellaneous expenditure represented 44.9% of the amount 
spent for radio time. Applying this figure to our estimate of 


£2:852m., we arrive at a total of £4:132m., for outlay on radio adver- 
tising. 


3. Sereen Slides and Films. 


Table VI shows 2.12% of agency turnover as expended on screen 
advertising. This represents an estimated outlay of £0:297m. Screen 
slides carry a good deal of local, advertising and there is bound to be 
some national screen advertising not handled by agencies. In the 
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absence of any more accurate data, it is proposed to add an arbitrary 
20% to allow for this, giving an estimate for total screen advertising 
of £0°356m. 


4. Outdoor Advertising. 


According to Table VI, 1.41% of total national outlay, or £0:197m., 
was expended on outdoor advertising rentals. However, it is possible 
to make a more direct calculation for railway, tramway and bus 
advertising. In New South Wales actual revenue from advertising 
was £28,483 for the Department of Road Transport and Tramways, 
and £81,634 for the Department of Railways, a total of £110,117.5 
As this form of advertising is almost wholly metropolitan, it can be 
reasonably assumed that revenues for other States will be closely 
proportional to metropolitan populations. On this basis the total for 
Australia is estimated to be £0-288m. 

Information supplied by the Department of Railways estimates 
that 25% of the department’s turnover is handled through agencies. 
If this figure can be taken as general, it is estimated that £0:072m., 
representing railway, tramway and bus advertising, would be included 
in the agency turnover figure of £0:197m. for this media. This figure 
represents 36.5% of the estimated total handled by agencies. 

On the other hand there will be some other outdoor advertising 
which will not have been included in the figure of £0:197m., and, if 
the figures for railway advertising are at all indicative, the percentage 
of other poster advertising extraneous to agency channels is likely 
to be high. It therefore seems a reasonable approximation to off-set 
this factor against the 36.5% included in respect of railway, tramway 
and bus advertising, taking as our estimate £0°197m., plus the railway, 
tramway and bus estimate of £0°288m., a total of £0°485m. 

Also from Table VI it will be seen that production and miscel- 
laneous costs associated with poster advertising amounted to 30% 
on space costs. Applying this rate to our estimate, gives a total outlay 
of £0:630m. 


5. Printed Matter and Display Material. 


Table VI shows expenditure under this head to have been 8.92% 
of the total or £1:249m. However, a large proportion of such 
material is prepared and distributed by the firm itself and conse- 
quently does not pass through the hands of external agencies. For 
this reason our estimate must be more or less arbitrary. 

Trade opinion is that our figure above could be doubled without 
injury to the facts. In this manner an arbitrary estimate of £2:498m. 
is established. 


6. Departmental Annual Reports. 
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We are now able to summarize our results. Total advertising 
outlay, according to our estimates above, is shown in Table VII. 





TaBLE VII 
Advertising Outlay, 1949-50 
£m. 
Press and Other Publications .. .. .. .. .. 22°274 
Radio Ter eTrartee te Se a es 
Screen ‘ «eee aha es awe. Rae a ae 
Outdoor Advertining er ie ae 
Printed Matter and Display ‘Material (s as oe 
We 6G as. bd Oo“ SSeS eee 


Thus total advertising outlay for 1949-50 may be placed at £30 
millions, or 1.32% of the estimated national income for that year; 
viz. £2265m. 

RON HIESER. 
Sydney. 











NATIONAL INCOME AND WAGES POLICY— 
THE NEW ZEALAND PICTURE 


I. Introductory: 
A. Full Employment and Wages Policy. 
B. The Distribution of Income. 
C. The Court of Arbitration. 
II. How Relative Income Movements can be Determined. 
III. Effects of Wage Increases: 
Effects on the Distribution of Future Income. 
B. Effects on Inflationary Pressures. 
IV. The Court of Arbitration as Guardian of Real Wages. 
V. The Court of Arbitration, Wages Policy and National Income 
Shares. 
VI. Summary. 


I 


(A) Full Employment and Wages Policy :—In theory, a success- 
ful full employment policy requires a conscious wages policy. There 
is, however, disagreement among economists and others on what this 
wages policy should be. If we assume full employment, price stability 
and the absence of all inflationary and deflationary pressures, then 
the logical policy would be to allow wages to increase in accordance 
with increased productivity of workers. Thus, if the average increase 
in productivity over a period of years is, say, 2% a year, then an 
annual 2% increase in wage payments would, other things being 
unaltered, maintain a stable price level and a stable distribution of 
income. The same net result could be achieved by reducing prices 
and keeping wages stable. Yet in the world we live in we cannot 
expect full employment and stability and the absence of pressures. 
In fact, we almost invariably suffer from either over- or under-employ- 
ment, from rising or falling prices, and from inflationary or defla- 
tionary pressures. In practice, then, our question is what wages 
policy we should adopt to assist in remedying over- or under-employ- 
ment. 

(B) The Distribution of Income :—Consideration of a wages 
policy focuses attention on the distribution of income between economic 
classes, which is determined partly by the free play of market forces 
and partly by government action. Government action can take two 
major forms: firstly, the government can control the amount going 
to the factors of production in the primary distribution of factor 
rewards. This is done through price, wage, credit and other controls. 
Secondly, after the factors have received their rewards, these rewards 
ean be redistributed by various forms of taxation subsidies, social 
security and so on. Control over factor incomes is applied to a 
greater or lesser extent, depending on the colour of the government, 
while redistribution is applied fairly widely by all countries; but even 
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the most liberal governments (in the economic sense), such as the 
U.S.A., apply wide controls of the first type at least over the more 
obvious monopolies. Thus, price control in U.S.A. over such mono- 
polies as gas, electricity and the like is common and often adminis- 
tered strictly. 

No matter how little or how much action the Government takes 
about the distribution of incomes, it will in a democracy be held 
responsible for the net results. It cannot be content to say to the 
Court of Arbitration: ‘‘Fix just wages’’, any more than it can be 
content to say to the Price Tribunal: ‘‘Fix just prices’’, or to a 
Taxation Tribunal: ‘‘Fix just taxes’’; and in fact, in New Zealand, 
the Government has given specific policy instructions to the Price 
Tribunal and clear indications of policy to the Court of Arbitration 
through stabilization regulations. The Government can, of course, 
decline to interfere in the primary distribution of factor incomes, but 
such action is frequently associated with, firstly, under-employment, 
and, secondly, falling real wages. The U.S.A. is the typical example. 
Almost all controls (rents excepted) were removed shortly after the 
war, with the result that unemployment increased substantially and 
prices increased more than wages. American experience confirms the 
view that, in the absence of direct government control, wages are more 
sticky than prices. It follows from this that, when there are in- 
flationary pressures, prices will rise faster than wages and income 
will be redistributed in favour of profits. The reverse is true in the 
ease of deflationary pressures, as far as employed workers are con- 
cerned. 

Where there is complete control over wages and prices, it is 
theoretically possible to bring about any desired change in the dis- 
tribution of income through a change in wages alone. To the extent 
that controls are incomplete or are not observed, the free-market ten- 
dency of prices to rise faster than wages will reassert itself. As we 
shall show later, controls in New Zealand at present are at a stage 
where a large wage increase preceding price increases will probably 
bring about a slight redistribution of factor incomes in favour of 
wages. However, if controls are progressively removed before in- 
flationary pressures are worked off, a redistribution in favour of 
profits will result in spite of wage increases. 

It is worth while to distinguish here two motives for a redistribu- 
tion of income. It may be desired, because the Government. wants to 
improve the share of a particular group in the community. Here it 
must be remembered that the logical justification for considering 
shares going to wage-earners and others is the fact that the contribu- 
tions of wage-earners and of others to the productive process are in 
certain proportions. We may, therefore, argue that, unless there is a 
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change in those proportions, there is no justification (ceteris paribus) 
for a change in factor rewards. Alternatively, a redistribution of 
income may be desired because it can be expected to lead to increased 
employment or to reduced inflationary pressures or to greater pro- 
ductivity, and so on. The achievement of an otherwise satisfactory 
distribution of income does not, however, preclude the possibility of 
unemployment. 


(C) The Court of Arbitration:—The Court’s wage-fixing fune- 
tions are twofold. Firstly, it fixes general wage levels more or less in 
accordance with government policy. Secondly, it fixes wages and 
conditions for individual, industries and types of work. There can be 
no doubt that the Court is eminently suitable for the second purpose. 
We wish to discuss to what extent the Court is suitable for fixing 
general wage levels. 

Section 5 of the Economie Stabilization Regulations, 1950, deals 
with ‘‘ General Orders Increasing or Reducing Rates of Remuneration’’. 
Sub-section (3), provides: 

‘*(3) In making a general order under this regulation the Court 
shall take into account: 


(a) The general purpose of the Economic Stabilization Act, 
1948; (the general purpose of this Act is ‘to promote the 
economic stability of New Zealand’.) 

(b) Any rise or fall in retail prices as indicated by any index 
published by the Government Statistician ; 

(ec) The economic conditions affecting finance, trade and indus- 
try in New Zealand; 

(d) Relative movements in the incomes of different sections 
of the community ; 

(e) All other considerations that the Court deems relevant.’ 


The discussion which follows will be mainly concerned with 
clauses (b) and (d). It will deal firstly with the criteria and methods 
the Court might use to determine relative income movements, and 
secondly the extent to which it would be practicable and desirable to 
take price and relative income movements into account in making 
general wage orders. 


II 


Factory production statistics give some indication of relative 
movements in the incomes of employers and of their workers. How- 
ever, those who drafted sub-section (3) (d) of the regulation had 
National Income figures in mind as the statistics to be used to measure 
changes in income distribution. The clause is apparently the result 
of worker pressure aimed at restoring the workers’ share of the cake 
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to pre-war levels. We must decide the most significant total which 
the Court could use to determine relative income shares. 

Up to now ‘‘national income at factor cost’’ and ‘‘total private 
income’’ have been the two concepts most frequently used by the 
Federation of Labour, the Public Service Association, the Fabian 
Society and others to measure the whole cake. Neither of these totals 
is suitable because they include items which distort the relation 
between wages and other incomes. For example, national income at 
factor cost includes such items as lump sum payments from the 
United Kingdom. Yet no one would suggest that, because we have 
received a lump payment from the United Kingdom, the Court should 
grant an increase in wages to restore the wages share of the cake. 
Private income before taxation also includes items which should not 
affect wage fixation. Social security payments are an example. 
These represent a redistribution of factor incomes, and therefore 
should in no way influence the primary distribution of factor incomes. 
In other words, because the Government decides on a redistribution of 
income through taxation in favour of lower income groups, this is 
hardly a justification for the Court to reduce wages in order to pre- 
serve the share of wage-earners. The job of the Court is to fix wages 
for wage-earners as factors of production. It must thus exclude all 
income of wage-earners other than wages. 

Subject to the following adjustments, private income before 
taxation provides the most suitable basis the Court can use for measur- 
ing relative income changes: 


(a) Deduct pay and allowances of the Armed Forces: 


It has been argued that this item is no different from wages 
paid to other Government servants, such as the police, ete. If 
we were to live in permanent peace (or permanent war) the 
argument would be valid. However, periodic wars completely 
distort the picture. It would be fair to assume that during the 
war the armed forees contained salary- and wage-earners and 
other income-earners in similar proportions to the rest of the 
community: farmers, wage-earners, accountants, etc., all join the 
forces. Yet the distribution of income of those remaining behind 
should not be affected. In other words, as long as industry 
carries on, we expect its wage-profit structure to be unaltered, or 
modified in only a small degree by war-time distortions. We 
therefore consider that we can get a fairer picture of the distri- 
bution of income between wages and surplus by excluding pay 
and allowances of the armed forces. 

If pay and allowances of the armed forces are included, we 
get the following share of salaries and wages: 
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1938/39 .. .. 59.6% of wages plus surplus. 
1943/44 .. .. 65.7% ,, ig Ty ip 
1949/50 .. .. 56.3% ,, a ‘ 
If forces’ pay and allowances are excluded, the share be- 
comes: 
1938/39 .. .. 59.3% of wages plus surplus 
1943/44 .. .. 57.6% ,, ah, ss 
1948/49 .. .. 55.8% ,, “ar os 
We consider that the second series is more useful for wage 
fixation. 


(b) Deduct Social Security Benefits and Pensions: 


It is possible to allocate this item to the various factors, but we 
have given reasons why, in deciding how revenue of any undertaking 
should be split up between labour, capital, etc., social security income 
should be excluded. 


(ec) Deduct Rental Value of Owner-Occupied Houses: 

This is an imputed item and we should avoid using it unless it 
can add to the usefulness of our calculations. It is important for 
finding total private income, but has little significance in deciding 
what are reasonable shares of wage and salary payments and other 
income payments. 


(d) Eliminate Changes in Balances in Primary Produce Stabilization 

Accounts : 

The inclusion of this item for wage-fixing purposes grossly dis- 
torts the picture. Although there is no doubt that the item should 
be included in total private income, it is equally clear that it must 
be excluded for wage-fixing purposes. It is true that the Govern- 
ment has agreed that the stabilization funds will be used for the benefit 
of the industries concerned. It is equally true that in the mean- 
time they are being used by the Government for general investment 
purposes. 

For our purposes it is unsound to include changes in stabilization 
account balances in other personal incomes, because when these 
balances come to be used they will enter into income partly as wages 
to farm workers and partly as rewards to owner-occupiers. Further, 
if we include these changes, the actual incomes received by farmers 
will be over-stated when balances are rising and under-stated when 
balances are falling. Thus, at present the increasing balances would 
be a justification for higher wages; but possibly next year, when the 
farmers may draw on the accounts, their actual income would not 
fall, but there would be a case for wage reduction. 

After all these adjustments have been made, we can draw up the 
revised table: 
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The main advantages of the above table are: 


(1) That the income-shares are not distorted through such wartime 
items as pay and allowances to the forces or lump sum payments, 
and that incomes are shown before any redistribution through 
social security benefits, ete. 


(2) That the factors which would have to bear the main burden of 
any redistribution of income are clearly shown, and the probable 
result of any change in wages could be estimated with a reason- 
able degree of accuracy. 


It is most important to remember, however, that the total in the 
table is not a national income aggregate and does not give a picture 
of movements in national or total private income. It is merely the 
most convenient form in which the Arbitration Court and wage-fixing 
tribunals might use the figures. 

Let us now briefly examine what emerges from the table. The 
first point is that the general wage increases granted during the past 
11 years have not brought about any consistent change in the distri- 
bution of income. Next we notice that wage-, salary- and interest- 
earners have lost ground while all others have gained. Wage- and 
salary-earners lost much ground from 1938/39 to 1942/43, but from 
then on to the present the downward trend has been very slight. In 
other words, during the period of stabilization, when controls were 
strictest, the workers did best. The fall in the wage-earners’ share 
from 1948/49 to 1949/50 is due entirely to the increased farm in- 
comes, 

Falling rates of interest are the main cause of the interest- and 
rent-earners’ decline. Companies show substantial increases in their 
income-share before taxation during the peak war years. However, 
examination of figures of disposable income shows fairly clearly that 
the high wartime gross profits were merely successful attempts to pass 
increased direct taxes into prices. Disposable company income is 4 
smaller percentage of total disposable income today than was the 
case in 1939. Both farmers and traders have increased their shares; 
in the first case, due to rising overseas prices, particularly wool, and 
in the second case, due to the ability of traders and professional 
people to avoid price controls successfully. 


iil 


(A) Effects on the Future Distribution of Income :—National In- 
come statistics not only show us what has happened to the distribution 
of income, but also enable us to predict the likely effects of any major 
changes. Thus, when the statistics are more complete, we shall be able 
to assess the effects of changes in export and import prices, in con- 
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sumption and savings, and so on. But, even with the statistics in 
their present form, we can attempt to estimate the changes in the 
distribution of income which are likely to result from a general 
increase in wages. Such estimates must be made in the light of the 
particular circumstances existing at the time of the wage change. 
The following estimate is based on conditions at the present time 
(November, 1950). The estimate is not an attempt to forecast accu- 
rately what would happen in the case of a given wage increase, but 
rather to suggest a new approach to the problem and to use this 
approach to give some idea of the general direction of changes in the 
distribution of income due to a wage increase. 

Before tracing the effects of a general wage increase, let us state 
some of our assumptions and some reservations: 


(1) We are assuming that a wage increase precedes any increase in 
prices and is an attempt to restore the workers’ share of income, 
which has fallen over the past ten years. 


(2) The number of salary- and wage-earners may have increased 
more or less than the number of working proprietors. To the 
extent that this has happened, income shares shown by the 
statistics are not a true indication. Statistical methods can be 
devised for adjusting this. 

(3) There are no substantial shortages in single-use consumer goods. 
There are, however, shortages which are serious in durable goods, 
such as motor-cars and houses. Inflationary pressures are thus 
concentrated on a few lines of durable goods. At the same time, 
however, increases in prices of single-use consumer goods would 
not result in reduced consumption, because their demand is at 
present inelastic. To put it another way, there would be little 
‘consumer resistance to increased prices. 

(4) Price control is effective over a fairly wide range of goods and 
services, but the Price Tribunal would allow automatic increases 
in prices to offset any wage increases except in the case of a few 
staple commodities such as bread, butter, tea, milk and sugar. 
On the whole, we can say that, at present (November, 1950), 
price-control is effective enough to prevent substantial price rises, 
provided wages and import prices do not increase; however, when 
wages increase most sellers of goods are able to increase their 
prices, not only by the increased wages, but also by taking an 
increased profit margin. 

(5) National expenditure at increased prices can only be financed 
either if the velocity of circulation of money increases or if the 
trading banks are able and willing to increase overdrafts. Whether 
they would be willing to do so depends on what bank directors 
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think of future prospects. This is a somewhat imponderable 
factor, but we are satisfied that under existing conditions banks 
would be glad to increase overdrafts. 


(6) Provisional national income statistics are not available until 
some months after the end of the year which they cover. Any 
Court orders based on them would be at least a year out of date. 


With these reservations in mind, let us examine in detail the 
adjusted figures of private income given on page 195 on the 
assumption that a worker’s share of 57.5% (approximate 11-year 
average of 1938/39 to 1948/49) is reasonable. Let us see what wage 
increase would be required to bring the 1949/50 percentage of 55.8% 
back to 57.5%. (Note that there was a standard wage pronouncement 
allowing for an increase of £35 p.a. to most workers as from Ist June, 
1949.) The following calculations show that it would require a wage 
increase of about 15% to increase the wage- and salary-earners’ share 
from 55.8% to 57.5%: 

: TABLE IIT 
Increase 
from 15 New 
‘per cent. distribution 


wage in the fol- 
1949/50 increase lowing year 








(a) 
£& million 
Salary and Wage Payments (b) .. .. .. 253 38 291 
Other Personal Income: 
(i) Professional occupations and miscel- 
ee aaa eee 20 1.5 21.5 
(ii) Commerce, trade and business (d) 27 3.2 30.2 
(iii) Farming (e). (Decrease in wool, etc., 
£1.5 on £35 and 15% increase on £49 
a ee ee ee rm 5.8 89.8 
(iv) Interest, rent, etc. ({).......... 5. 36 — 16 
Company income (before distribution) (g) 53 4.0 57 
453 52.5 505.5 
Percentages 
Salary and wage payments... .......... 55.8 57.5 
Other personal income .. .. .. ........ 982.5 31.2 
COOUNUAA MOUND. sc cas) oe. 46. ec Sees 11.3 
100.0 100.0 


(a) It is assumed that the only cause of change in the figures is a general 
wage increase of 15%. 

(b) The assumption that salaries and wages will increase by 15% as 4 
result of a general order by the Court increasing basic wages by 15% 
may be over-optimistic, because salaries will generally increase by 
smaller percentages. 

(c) The net earnings of all those professions whose fees are expressed as @ 
percentage of costs (e.g. architects, structural enginers, lawyers to 
some extent), will tend to rise by about the same percentage as wages. 
Fees of dentists, doctors, accountants (which are either uniformly fixed 
by convention or based on hours of work) will not increase much, if at 
all. On the whole, it is probably a fair estimate to say that net earn- 
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It is possible to quarrel with some of the assumptions we have 
made, but the general picture is clear. To give salary- and wage- 
earners only 1.7% more of our income total, wages would have to be 
increased by something of the order of 15%, under existing condi- 
tions. 


(B) Effects on Inflationary Pressures :—How far can we measure 
inflationary effects of wage increases in New Zealand? Under the 
assumptions we have made earlier, and remembering that there is a 
measure of control, we have shown that a wage increase of 15% would 
increase the workers’ share from 55.8% to 57.5%. This increase would 
be brought about as follows: 


Increase New distri- 
due to 15% bution 
wage in- (after wage 
1949/50 oo a 


millions % millions .% millions % 


Salary and wage payments .. 253 55.8 38 15 291 57.5 
Other incomes .. .. .. .. .. 200 44.2 14 7 214 42.5 


453 100.0 52 505 100.0 


The next step is to try to estimate what price increase will result 
from the 15% wage increase. Such forecasts can be made with 





ings of professions will increase by half the percentage of the wage 
increase, that is by 74%. (Note that price control over the whole of 
this group has been abandoned.) 

(d) For commerce, trade and business it is difficult to estimat effects. 
Builders, contractors of all types, motor garages and other engineer- 
ing repair establishments base their prices on total costs plus a fixed 
percentage of profit. Every incrase in costs thus increases profits. 
In theory, competition would act as a brake, but in practice there are 
at present few signs of it in these industries. Distributors also usually 
express their profit as a percentage of total costs; but in this field 
both competition and price control may make some inroads, and not 
all distributors may be able to increase their prices enough to allow 
for both higher costs and larger profits. It is estimated that on the 
whole a wage increase of 15% will bring about an increase of 12% in 
the profits of commerce, trade and business. 

(e) In farming, our estimates are probably reasonably reliable. Wool- 
growers and growers of grass seeds and of other minor crops are not 
able to use a wage increase as a lever to get higher prices. Therefore 
their incomes will be reduced by the full amount of the wage increase. 
Assuming they employ about 15,000 people, their income will be reduced 
by about £1,500,000 per annum. On the other hand, dairy farmers 
wheatgrowers, many fruitgrowers, etc., operate under some form of 
guaranteed prices and they will receive an increase to cover the higher 
wages and a commensurate increase in profits. It is estimated that 
these farmers earn an income of £49,000,000, which would be increased 
by the full 15% of the wage increase. 

The item interest, rent, etc., has not shown any substantial change since 

1938/39, and it is probable that it will remain stable unless there is a 

marked change in interest rates. 

(g) The position of company income is similar to that of commerce, trade 
and business; substantially all the companies will be able to pass on 
increased wages costs in higher prices; from our experience, it seems 
reasonable to say that they will increase their profits by at least half 
the percentage of the wage increase, i.e. by 74%. 
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reasonable accuracy by a careful analysis of effects on each of the items 
in the Consumers’ Price Index, and we shall assume for the purpose of 
this example that prices of consumer goods and services will increase 
by 10%. For 1949/50 personal consumption was £345 millions, and 
the increase -would therefore be £35 millions to £380 millions. 

At this point we must estimate the propensity to consume of 
salary- and wage-earners and of other income-earners. We know that 
for 1949/50 the propensity to consume for the whole economy was 
76.3%. We know that wage-earners spend more of their income than 
others, and for this example we assume that they spend 90% of their 
incomes on consumption. If workers spend 90% on consumption, 
we can, knowing total consumption, calculate that others must spend 
59% on consumption. Given these propensities to consume, the people 
would wish to spend the increased income as follows: 


Expenditure 
on 
Total Income — Savings 
& 

Millions % Millions % Millions 

Salary and wage a eas Sacd) 90 262 10 29 
Others incomes .. » ae! SS 59 126 41 88 
505 16 388 24 117 


From this it appears that people desire to spend £388 millions 
on consumption; but, as we have shown earlier, goods available for 
consumption will be £380 millions. Jt follows that people will be 
forced to save £8 million which they would have preferred to spend on 
consumption. Thus inflationary pressures would have been increased 
by £8 million or 1°6% of personal incomes. It would take an import 
surplus or a budget deficit or a reduction in capital formation of £8 
million to neutralize this newly-created pressure. 

We wish to stress that our figures are intended as examples only. 
Before the methods suggested by us here could be applied, a number 
of refinements would be necessary, and some of our terms would have 
to be defined more precisely. These refinements, however, would only 
confuse the present discussion, which is concerned with principles 
rather than with detailed application. 


IV 


We have said earlier that in making any general wage orders the 
Court is required to take retail price changes into account. We con- 
sider that the new Consumers’ Price Index is very well suited to 
measure those price changes which result in changes in real wages. 
The exclusion of a number of luxury items, such as fur coats and the 
like, is fully justified for this purpose, because such items are not 
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generally part of expenditure from wages. The main exclusions are 
alcoholic liquors, holiday travel, private motoring, hotel accommoda- 
tion, sports, domestic help, and private telephone rentals. In spite of 
these exclusions, the index covers approximately 80% of personal 
consumption. 

In interpreting changes in the Consumers’ Price Index, it is im- 
portant to look at the causes of the change. For example, an increase 
may be due largely to a reduction in working hours, increased holidays 
or improved working conditions. In such a case, it is at least arguable 
whether an increase in wages would be justified. If it were granted, 
the statistical measure of real wages would be held stationary, but the 
welfare of workers would have been improved by the improved con- 
ditions. 

At best, general wage increases granted to offset rising prices, 
as measured by any retail price index, can result in the maintenance 
of real wages. Such increases attempt to ensure that wages increase 
as fast as prices. But the vital question we must ask here is whether 
in fact this method is, by itself, sufficient to keep real wages stable. 
If we take a simple example of a closed economy and assume that 
manufacturers and traders have, because of the existence of inflationary 
pressures, increased prices to increase their profits, then an increase in 
wages to offset these higher prices may well lead to further increases 
in prices and we get a slow inflationary spiral. But the interesting 
point is that the profit-earners have reduced real wages by the initial 
increase in profits. This reduction is not made good until the Court 
grants higher wages. Thus, if prices increase on, say, lst January, 
and the Court grants a general wage increase on Ist May, prices will 
probably again rise on the 2nd May, and the Court will again take at 
least three or four months to increase wages. On the other hand, if 
workers would not ask for the wage rises, then profits could be in- 
creased until the limited effective purchasing power would prevent 
further price increases. In the actual New Zealand scene, the picture 
is more complicated ; but in the absence of strict control and assuming 
the banks’ willingness to finance higher wages, profit-earners will 
always be at least one step ahead. If, however, the banks suddenly 
believe, for some reason, that boom conditions will cease, they may 
start on a restrictive policy, with the result that employers cannot 
finance higher wages out of overdrafts; and if, in addition, some con- 
sumer resistance sets in, it may not be possible to increase prices. In 
this case real wages will rise by the full increase in nominal wages. 
But in such circumstances, not all employers will have enough reserves 
to pay the higher wages. Some may be forced into dismissing some 
of their workers, and unemployment to a greater or lesser extent will 
inevitably result. 
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The Court of Arbitration ensured, at least since 1936, that price 
increases were reflected in wage increases after a few months. What 
is more, it ensured that these price increases were reflected in sub- 
stantially all wages, not only in the wages of the more powerful 
unions. Statistics show a substantial secular rise in real wages since 
1935. And we must remember that in the U.S.A., in spite of enormous 
increases in productivity, real wage rates fell substantially after the 
abolition of price controls! The real test of the effectiveness of the 
Court in this respect will come within the next two or three years. 
If, in spite of the removal of many price controls, there is no fall in 
real wages, the workers would have excellent grounds for regarding 
the Court as an instrument which is useful to them. However, statis- 
ties during the past 35 years show that only with price control were 
reductions in effective wages avoided (except during depressions). 
We could note in passing that a policy of keeping real wage rates 
constant would, according to Keynes, result in violent fluctuations in 
employment. However, in discussing Australia, where the link between 
minimum wages and prices is automatic, Keynes said: ‘‘. . . the 
escape was found, partly of course in the inevitable inefficacy of the 
legislation, to achieve its object and partly in Australia not being a 
closed system, so that the level of money-wages was itself a deter- 
minant of the level of foreign investment and hence of total invest- 
ment, whilst the terms of trade were an important influence on real 
wages’’.2_ This comment applies equally to New Zealand conditions. 


Vv 


We have examined the effect. of wage changes on the distribution 
of income and on inflationary pressures. We have shown that with 
the assistance of price controls the Court of Arbitration has recently 
been a good guardian of real wages. It remains for us to discuss the 
kind of wages policy which might be adopted under existing condi- 
tions and to see whether the clause enjoining the Court to take into 
account the distribution of income might assist or hinder such a policy. 

The first point in discussing wages policy is to decide whether 
we want to reduce inflationary pressures or whether we are satisfied 
with the present high level of employment, with all its advantages 
and disadvantages. If we desire the status quo to continue, the 
obvious wages policy is one of stabilization, as we have known it in 
New Zealand from 1942 to 1949. Effective price control and control 
over payouts to farmers would also be necessary. Such a policy might 
ensure constant distribution of factor incomes. If, however, through 


1. The weekly real wages index in U.S.A. fell from 100 in 1945 to 90 in 1948. In 
Canada the index fell over the same period from 100 to 97, while in New Zealand it rose 
from 100 in 1945 to 103 in 1948 and 107 in 1949. 


2. J. M. Keynes: The General Theory of Employment, Interest and Money, page 270. 
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some weakness in the control system, there is a slight redistribution of 
national income, this could be rectified—assuming that a constant dis- 
tribution of income is desired—through a small change in general 
wage rates. 

If, on the other hand, we want to eliminate inflationary pressures 
and restore a buyers’ market throughout the economy (and this 
involves ample stocks of motor cars, etc., but also some unemploy- 
ment), we can adopt two different policies. Firstly, we can reduce 
the propensity to consume by reducing the effective purchasing power 
of the lower income groups through a price-wage spiral, with prices 
leading the way. This would reduce the value of past savings, of real 
wages, and of the wage-earners’ share of national income, until the 
total effective purchasing power of the lower income groups would 
not be adequate to buy all the consumer goods produced for that 
group. Inflationary pressures would then have disappeared, some 
of the more inefficient employers would probably be forced out of 
business, and competition would become a reality (including competi- 
tion for jobs). At this point the Government could stabilize the 
economy without the use of direct controls. Control over the volume 
of money and over public spending would be adequate. The appro- 
priate wages policy to work off inflationary pressures by this method 
would be to prevent the Court from granting higher wages to redress 
any redistribution of factor incomes which is unfavourable to wage- 
earners. It would thus be necessary to repeal the clause requiring 
the Court to take the distribution of incomes into account. 

Secondly, we could attack the problem by reducing the demand 
for private investment and luxury consumption of the higher income 
groups. This could be done by increased taxation on profits, and 
possibly by a capital levy. The appropriate wages policy would be 
again a policy of stabilization, but not necessarily in the sense that 
awards would be maximum wages. The important point here is that 
higher profit taxation would increase the workers’ share of disposable 
income even though it might slightly reduce their share of factor 
income. If, however, the Court were to attempt to redress any slight 
change in factor incomes through higher wages, fairly large wage 
increases would be necessary, which might result in instability and 
the frustration of the attempt to work off inflationary pressures. 

In our discussion we have deliberately omitted any reference to 
changes in the terms of trade, and in export and import prices. An 
examination of these subjects is beyond the scope of this paper. 
Suffice it to say that sharp fluctuations in wages without corresponding 
changes in export prices may force the Government into exchange 
depreciation, if guaranteed prices for butterfat, ete., are to be con- 
tinued. 
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We are now in a position to answer the questions we have asked 
in the introduction. The first question was: Is the Court a suitable 
instrument for fixing general wage levels? Let us say immediately 
that in the past, in the absence of a conscious wages policy, the Court 
has in fact been the most important link in determining general wage 
levels. The test of the reasonableness of these levels was their 
acceptability to the workers and the employers. If all were content 
and there were few strikes, the levels could be regarded as well fixed, 
Thus, the Court was primarily an instrument for industrial harmony. 
However, as governments evolve conscious wages policies which are 
laid down in regulations for the Court to operate, the difficulty of 
the Court’s task is increased, because there may be conflicts between 
the requirements of the policy and the relative strength and pressure 
of employers and workers. Nevertheless, provided clear criteria are 
given to the Court, it is probably more suited for implementing a 
wages policy than, say, a Government Department would be. At the 
same time the Court is unsuitable for formulating a wages policy, 
because without control over all prices it cannot ensure that any 
policy it might want could succeed. 

We now come to the second question: Is it practicable and 
desirable for the Court to take relative income movements into 
account in making general wage orders? We have shown that under 
existing conditions it would need a 15% wage increase to raise the 
1949/50 share of salary- and wage-earners to the average of the past 
11 years. If controls are relaxed a little more, an increase in wages 
may even lead to a redistribution in favour of profits. In any event, 
if income shares were taken into account, the fluctuations in wages 
would be violent. We are therefore of the opinion that the Court is 
unable to maintain a given factor income distribution unless there is 
(a) an extensive system of price controls, or (b) a complete control 
over the aggregate money measure of effective demand. Our con 
clusion, thus, is that under existing conditions the clause requiring 
the Court to take income shares into account is impracticable and un- 
desirable. 


VI 


(1) The Economie Stabilization Regulations, 1950, provide that in 
making general wage orders the Court of Arbitration shall, inter 
alia, take into account the ‘‘relative movements in the incomes 
of different sections of the community’’. The Court can use 
national income statistics to assess relative income movements. 
On pages 192-196 we discuss how these statistics should be 
used. We conclude that private income before taxation and 
subject to the following adjustments is most suitable: 
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(i) Deduct pay and allowances of the armed forces; 
(ii) Deduct social security benefits and pensions; 
(iii) Deduct rental value of owner-occupied houses ; 
(iv) Deduct changes in balances of primary produce stabilization 
accounts. 
The figures disclose a slight secular fall in the share of wages 
and salaries. The fall was smallest during the period of stabili- 
zation from 1943 to 1949. 


(2) National income statistics can be used to forecast: 


(a) The effects of a general wage increase on the distribution 
of factor incomes. We have shown that under existing 
conditions (November, 1950) it would require a wage 
increase of the order of 15% to give salary- and wage- 
earners only 1.7% more of our income total. 

(b) The effects of a general wage increase on inflationary pres- 
sures. Our statistics are not sufficiently developed for 
accurate estimates, but we have shown that a wage in- 
crease of 15% may increase inflationary pressures by 
about 1% to 24% of private income. 


(3) In practice and under present conditions, New Zealand govern- 
ments have four different wages policies open to them. The 
choice of policy, which may have elements of several of the ap- 
proaches summarized below will depend largely on the political 
aims of the government, of the day: 


(a) The government can leave wage policy entirely to the 
wage fixing authorities by giving them no criteria on 
which to base their decisions. As these tribunals have no 
control over each other or over prices, they will not be 
able to formulate a coherent policy. General wage 
levels will therefore be determined by the relative 
strength for the time being of employers and workers. 
The criterion of the tribunals’ effectiveness would then 
be the degree to which they are able to promote indus- 
trial harmony and avoid strikes and lockouts. 


(b) The government may desire to continue the status quo; 
i.e. it may be satisfied with the present high level of 
employment, with all its advantages and disadvantages. 
The most effective wages policy in this case would be one 
of stabilization roughly on the lines we have known 
from 1942 to 1949 . 


(c) If the government wants to reduce or eliminate inflationary 
pressures and restore a buyers’ market (and this 








206 


THE ECONOMIC RECORD DEC., 1951 


involves ample stocks of motor-cars, etc., but also some 
unemployment), it has two methods open to it: 


(i) It can remove controls and allow a price-wage 
spiral, with prices inevitably leading the way, 
This would reduce the effective purchasing power 
of the lower income groups and in turn lead to a 
reduction in the propensity to consume of the 
whole community. The result would be a reduced 
demand for available consumer goods, but in the 
process the workers would be the losers. The success 
of such a policy depends on how far the government 
and the wage tribunals are able to prevent wages 
rising. 

(ii) The government could increase taxes on luxuries 
and on high incomes, reduce investment, and (pos- 
sibly) impose a capital levy. The method has the 
advantage of throwing the burden on those most 
able to bear it. It may, however, result in inade- 
quate capital formation, and ultimately in reduced 
productive capacity. The appropriate wages policy 
would be one of stability. 


(d) Finally, the government could lay the main emphasis on 


Wellington. 


the maintenance or achievement of a given distribution 
of factor incomes. We are satisfied that no plan of 
action for the Court can be relied on to do this success- 
fully unless there exists either an extensive system of 
price control or complete control over the aggregate 
money measure of effective demand. As neither of these 
controls is likely to be imposed to a sufficient degree, 
very large wage increases will, under existing conditions, 
result in only small increases in the share of wage 
earners. Our conclusion is that under existing condi- 
tions the clause requiring the Court to take income 
shares into account is impracticable and undesirable. 


J. V. T. BAKER. 
H. G. LANG. 
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ANOTE ON THE INCIDENCE OF COMPANY. TAX 
UNDER THE REGIME OF PRICE-CONTROL IN 
NEW ZEALAND 


I. The Orthodox Argument. 
II. Monopoly and Competition under Price-Control. 
III. The Policy of the Price Tribunal. 
IV. The Incidence of Company Tax with Price-Control Relaxed. 
V. Conclusion. 


I 


In New Zealand the income of companies is taxed before dis- 
tribution of dividends. Dividends in the hands of their receivers 
are tax-free and serve merely to increase the rate of tax payable on 
the taxable income which does not include dividends. 

The thesis of this note is that, at least since the inception of 
price control in 1939, company tax in many cases has not been a 
direct tax in New Zealand; that it did not necessarily stay where 
it fell, but that it could have been passed on by companies in the 
prices of their products. The problem involved is an important one, 
because of the need for an understanding of the structure of the 
New Zealand taxation system—how far it is progressive or other- 
wise—and it is also of general theoretical interest. 

Company tax is a form of income tax. The orthodox argument 
that income taxes cannot be passed on, is based on two premises: the 
first is that in freely competitive industries price is assumed to be 
determined by the marginal firm. It is not necessary here to go 
into the discussion occasioned by the Colwyn Report, whether the 
marginal firm must be a non-profit firm or not.! The point is rather 
that, under competitive conditions, price is determined by impersonal 
market forces. The individual firm has to adjust itself to price, but 
cannot determine it. In these conditions a tax on income is a tax 
on pure rent and cannot be passed on. 

The second orthodox argument is that, in the case of monopoly 
and monopolistic competition, the monopolist charges ‘‘what the 
traffic will bear’’ by equalizing marginal cost and marginal revenue, 
and since he already charges the highest possible price, he cannot 
further raise it by adding income tax to it. If he does raise his 
price to pass on tax, he is said to have charged too little before, so 
that the tax cannot be called ‘‘passed on’’.2 


L l. See Report of the Committee on National Debt and Taxation (Colwyn Report), 
ondon, 1927, p. 114, and D. H. Robertson, “The Colwyn Committee, The Income Tax and 
the Price Level”, Economic Journal, December, 1927. 


‘ BA Report of the Committee on National Debt and Tazation, p. 118, footnote and 
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II 


Free competition may be said to have ceased in the majority of 
New Zealand industries—if it ever existed before—since the institu. 
tion of import controls in December, 1938. Import controls cut off 
an essential source of supply from many New Zealand traders, and 
conditions of shortage very quickly developed. 

This situation was acknowledged by the Government in June, 
1939, when it set up the Price Investigation Tribunal. The function 
of the Tribunal was to ‘‘exercise continuous supervision over prices, 
to examine price increases, to arrange for investigations and inquiries 
and to make recommendations to the Government’’.2 The outbreak 
of war further accentuated a situation where shortages of supply 
had reduced competition to a minimum, and the work of keeping 
down prices below the level which a monopolist could charge, started 
in earnest. 

The Price Stabilization Emergency Regulations, 1939, made 
every increase in price subject to the permission of the Minister of 
Industries and Commerce, who delegated his authority to the Price 
Investigation Tribunal. Price increases were made subject to a cost- 
check, and increases were granted on the basis of actual changes in 
costs. The effect of this policy was, in many cases, an abandonment 
of the ‘‘law of the single price’’, which is one of the basic assump- 
tions of the theory of competition. Since increases of price were 
granted only on such goods and to such traders as could actually 
prove higher costs, the same commodity would sell at different prices 
in the same shop and in different shops of the same locality. Under 
the regime of price control in New Zealand, competition has, there 
fore, been replaced by a cost-plus-profit system. Prices were no 
longer regulated by impersonal market forces, but by the individual 
trader in consultation with the Price Tribunal, which decided what 
costs could enter into the price of a commodity to be sold on the 
market. 

The Economic Stabilization Regulations, published in 1942, fur- 
ther extended the field of Government price-fixing. When 72 items 
were added to a list of 38 essential commodities, the price of which 
had been frozen in August, 1941, price control was supplemented 
by stabilization of prices. The firms producing or distributing 
‘*stabilized’’ commodities received a subsidy if they could prove 
that the stabilized price would not cover their cost.‘ 

Controls were designed to cover all commodities. In fact, 4 
number of lines were controlled less strictly than others, and the 


8. Compare W. B. Sutch, Marketing and Price Control in New Zealand, Economic 
Record, June, 1940. 

4. H. L. Wise, War-Time Price Control in New a ome aaa 1948, and 
Price Stabilization in New Zealand, Economic Record, December, 
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Government never enforced controls over second-hand goods, con- 
tract building for private purposes, or professional fees. Generally 
speaking, however, we may say that any argument built on the 
theory of value under competitive conditions was inapplicable to 
the majority of prices so long as price control lasted. 

The first argument, maintaining the impossibility of the passing 
on of income tax under competitive conditions can, therefore, be 
excluded from our discussion of the incidence of company tax in 
New Zealand under the regime of price control. 


III 


The second argument raised against the possibility of passing 
on company tax in the price of products is reduced to a tautology if 
we accept the proposition that a rise in the price of a commodity 
marketed by a monopolist, due to inclusion of tax in cost, cannot be 
called ‘‘passing on’’ of tax, because the monopolist has been charg- 
ing below the market price prior to his increase. This argument 
would be correct in a case where the general behaviour of monopolists 
was one of maximizing profits. But if—through habit or legisla- 
tion—maximization of profits is the exception rather than the rule, 
conscious inclusion of company tax in price must be called ‘‘shifting 
of the burden of taxation’’. 

Since the principle of price control in New Zealand has been 
to restrain business people from charging ‘‘what the traffic will 
bear’’, any evidence that company tax has been taken into account 
when authorizing price increases must be classed under the heading 
of tax-shifting. 

The rules according to which price increases have been granted, 
or alternatively subsidies paid, have never been clearly set out. H. L. 
Wise, who has been first a member, and later a director, of the 
various wage-fixing authorities, mentions at least three basic prin- 
ciples of price control.5 


(1) Increases can be approved only to the extent of actual 
additional costs; 

(2) such increases can be applied only to those goods which 
have incurred extra costs; and 

(3) if possible, the trader should try to absorb increased costs. 


The first and second principles are of no particular interest to 
our discussion here. The third principle, however, carries the im- 
plication that the Price Tribunal considers not only the price of the 
individual commodity under review, but that it takes into account 
the total financial position of the firm applying for an increase. In 


5. H. L. Wise, War-Time Price Control, p. 17. 
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fact, the Price Tribunal considers the financial accounts of every 
firm with which it deals. The final result of this policy has been 
that prices are fixed partly, with regard to cost; but to a considerable 
extent with regard to leaving the firm in a position where it can 
return a ‘‘reasonable’’ profit to its shareholders. The determination 
of a ‘‘reasonable’’ profit on a year’s activities has, therefore, become 
one of the most important aspects in the policy of the Price Tribunal, 
Does the Price Tribunal take into account that profit must be ‘‘rea. 
sonable’’ after payment of company tax? 

In fact, it does. There is no official or published- material avail- 
able on this matter. At the Seventh New Zealand Science Congress, 
May, 1951, however, Mr. A. H. Nordmeyer, until 1949 Minister in 
Charge of Price Control in the New Zealand Labour Government, 
gave an address on ‘‘Price Control in Practice’’. During his address 
Mr. Nordmeyer stated that it had been the policy of the Price Tri- 
bunal in the past to take into acocunt, when fixing prices, the 
maintenance of a reasonable income to producers after tax.® 

It can, therefore, be safely assumed that not only has there 
been a theoretical possibility of company tax being included in price 
under the regime of price control in New Zealand, but that in faet 
in many instances it has been so included. 

Would a reduction in company tax lead to a reduction in 
prices? Under conditions where competition is fairly widely elin- 
inated, but where maximization of profits does not take place either, 
no determinate answer can be given to this question. Under condi- 


tions of continuing price control, a reduction of company taxation ' 


should lead to a corresponding reduction in prices; but if price 
control is not sufficiently effective, business men may well use the 
opportunity to approach more closely to the situation where marginal 
cost is equated to marginal revenue and no price reduction may take 
place. On the other hand, we may affirm with greater certainty that 
a rise in company tax under conditions of price control will lead to 
some increase in prices, and that the replacement of a company tax 
by a tax on dividends in the hands of the receivers may eliminate 
the price boosting effect of rising company taxation under conditions 
of price control. 


IV 


How far do the conditions which applied under strict, and well- 
nigh universal, price control apply under conditions of relaxed 
control as they exist at the present time (July, 1951) ? 


6. In a letter to the writer, Mr. Nordmeyer, confirming this statement, writes: “In 
the very difficult task of Price Control, the Tribunal had necessarily to take into account 
many factors, including the amount remaining as profit after payment of tax. 
no rigid formula was adopted, an effort was made to ensure a reasonable return on 
capital invested, this ranging, according to the nature of the business, its past record 
and (so far as this could be assessed) its likely earning capacity in the future”. 
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Since the basic situation of shortages of supply has not been 
overcome, the quasi-monopoly situation of the majority of traders 
still exists. Inflationary pressure is as strong as ever and the partial 
relaxation of price controls that was instituted by the Government 
assuming office in 1949 seems not to have resulted in any marked 
changes. Price controls are being continued in a large number of 
industries, and to the extent that they have been abandoned, business 
men have been put on parole.? There can be little doubt that 
basically the same conditions prevail in many industries now as 
prevailed under more rigid price control :—absence of competitive 
pricing and suppression of profit maximization under quasi-monopo- 
listie conditions. In other words, the conditions for the shifting of 
company tax are present now as they were in the past. 

Nor can there be much doubt that these conditions are being 
used by many companies to pass on their tax in price. The Price 
Tribunal did little more than acknowledge a pricing policy of busi- 
ness people when it decided to make provision for profits after tax 
in price fixation. Whatever the principles of pricing, the supply 
price of any commodity includes ‘‘interest and insurance on all the 
capital and the gross earnings of management (including insurance 
against loss) of those who undertake the risk’’.® 

The proposition can be illustrated by an example.2 The maxi- 
mum rate of company tax in New Zealand (including social security 
tax at 1/6 in the £) is at present 12/- in the pound. Suppose com- 
panies require to earn four per cent. on their capital, and place two 
per cent. to reserve. To meet this requirement with taxes at 12/- in 
the pound, companies in this class have to make taxable profits of 
15 per cent.: 9 per cent. for tax and 6 per cent. for reserve and divi- 
dends. Since the maximum rate of tax is payable by any company 
earning about £8,000 a year, any company capitalized at £55,000 
or over must make, at least, 15 per cent. profit on its capital if it 
wishes to cover all costs, including interest and risk premium; in 
other words it must and will make provision for a profit which, 
after payment of tax, returns interest and insurance on the capital. 
These companies, although not numerous (they make up only 23.5 
per cent. of all public companies), occupy a key position in the 
market owing to their size. Amongst public companies they make 
up 87.5 per cent. of the total paid-up capital and amongst private 


1. Typical of the outlook of the Government is a statement by Mr. K. J. Holyoake, 
acting Prime Minister on the occasion of the fifteen per cent all round wage increase 
in February, 1951: “I wish to emphasize that it is no part of the Government’s policy 
to impose controls, if it is at all possible to avoid them. But the avoiding of such a 
situation depends in very large measure on the exercise of restraint and responsibility by 
merchants, importers, manufacturers, and indeed by all sections of the community”. 
ported in Christchurch Press, 2/2/1951. 

8. Marshall, Principles, p. 343. 

. 9 This example is taken from the Submission made by A. H. Tocker for the Com- 
el Taxation Committee of the Associated Chambers of ce, etc., to the Taxation 
ission. 
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companies they still constitute 62.1 per cent. of the paid-up capital.” 
This predominance of the company in the maximum tax rate bracket 
is also borne out by the fact that 82.2 per cent. of all company tax 
assessed came from companies having an income of over £8,000, ie. 
in the maximum bracket." To the extent that the large companies 
are price leaders, it can be assumed that company tax will be passed 
on in the price of commodities by all traders throughout industry. 


Vv 


What are our conclusions? Company tax in New Zealand is 
more in the nature of an indirect than of a direct tax. This proposi- 
tion is of interest because it shows that some orthodox economic 
analysis on the subject of the incidence of taxation may need revision. 
It is also of interest because it throws a new light on the New 
Zealand tax structure. 

Since income taxes—which are steeply progressive—(exclusive 
of company tax) amounted to only forty-three per cent. of taxation 
receipts of Government in 1949-50, and indirect taxes which are 
proportional or regressive amounted to thirty-six per cent., the 
partly indirect nature of the twenty-one per cent. of company tax 
leaves a doubt in our minds regarding the progressiveness of New 
Zealand’s tax structure. This doubt is all the stronger since much 
of our argument applies not only to company tax, but to income tax 
levied from sole traders and partnerships as well. A reform of our 
present system of company taxation seems to be indicated. 


W. ROSENBERG. 
Canterbury University College, Christchurch, N.Z. 


10. See Monthly Abstract of Statistics, February, 1950. 
11. See Monthly Abstract of St 1949. 
12. Official Estimates of National slg 1950, pp. 16 and 25. 
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THE FOUNDATIONS OF WELFARE ECONOMICS 


Mr. I. M. D. Little’s A Critique of Welfare Economics is likely 
to achieve recognition as the most important general work on welfare 
economics since Professor Pigou’s Economics of Welfare. This review 
will confine itself in the main to those parts of the book concerned 
with ‘‘foundations’’, in particular; (a) the value judgements of 
welfare economics, (b) the subjective theory of consumers’ 
demand, (c) the ‘behaviour-line’ approach to consumers’ demand 
theory, (d) distribution in welfare economics, (e) public utility 
pricing, and (f) some general criticisms of welfare economics. Only 
a small part of the detail can be considered, and two important con- 
tributions on the welfare theories of national income and internat- 
ional trade will be barely mentioned. 


I 


It has been recognized by many economists, at least since Lionel 
Robbins’s Nature and Significance of Economic Science, that the 
advocacy of any economic policy, including measures to increase 
‘economic welfare’, involves the making of value judgements. But 
it was believed that scientific impeccability could be preserved by 
taking the aim of increasing economic welfare as given, as it were 
from outside, and regarding welfare economics as a study of the 
causes of welfare.* Mr. Little seeks to show that this is an illusion. 

He bases his analysis on Professor Stevenson’s concept of the 
‘persuasive definition’.4 ‘‘The process of defining whether implicitly 
or explicitly, an emotive word in such a way that one can or does 
apply it to something one wants to be persuasively defined is known 
as giving the word a ‘persuasive definition’,’’ Mr. Little explains.® 
‘Welfare’ is a vague, emotive term; most people would approve of 
increasing welfare in some sense; and even a study of the causes 
of welfare has a recommendatory effect. Such an apparently des- 
criptive proposition, for example, as ‘‘The adoption of marginal 
cost pricing by public utilities would increase economic welfare’’ tends 
to alter people’s beliefs and attitudes, and is in reality partly value 
judgement. 

If, on the other hand, ‘economic welfare’ has a clear objective 
meaning, then such propositions lose their persuasive character. In 


2. Little, p. 117. 


8. See A. Radomysler, “Welfare E ics and E ic Policy”, Economica, Aug., 
1946, p. 199, quoted by Little, p. 80. 


> * C. L. Stevenson, “‘Persuasive Definitions’, Mind, vol. xviii, referred ta by Little, 


5. Little, p. 71. 





l. A Critique of Welfara Economics. By I. M. D. Little (Oxford, 1950), pp. 276. 28/-. 
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this case people would have some chance of knowing precisely what 
the propositions of welfare economics implied for them and others as 
individuals, and would know whether to accept or reject these pro. 
positions. ‘‘The harder it is to formalize the ordinary usage of an 
emotive expression, the more scope there is for persuasive criteria, or 
definitions, of the expression’’.® 

It is at this point that the attempt to apply the ‘persuasive defini- 
tion’ concept to welfare economics largely fails. For Professor Pigon, 
Mr. Little’s main target, was scrupulously careful to formalize his 
use of the term ‘welfare’. Mr. Little asserts that welfare economics 
is concerned with the economic causes of changes in happiness.” Pro. 
fessor Pigou was much more cautious. Certainly he does begin 
with some rather vague generalisations about ‘welfare’. But he 
immediately goes on to say that the subject-matter of economics is 
limited to ‘economic welfare,’ which is ‘‘taken broadly to consist in 
that group of satisfactions and dissatisfactions which can be bought 
into relation with a money measure’’. After some discussion, price, 
which is objective enough, is accepted as an approximate measure of 
satisfaction.® Thus there are certain satisfactions and dissatisfactions 
which are approximately measured by price, these constitute economic 
welfare and they are the subject-matter of economics. Now one may 
reject the view that price is a measure of satisfactions and dissatisfac- 
tions. But this is beside the point. The analysis as it stands is 
precise and objective, and Professor Pigou’s welfare propositions are 
not ‘persuasive’ in character. 

Mr. Little appears to believe that any separation of ‘economic 
welfare’ (in Professor Pigou’s sense) from ‘welfare’ in general is 
not legitimate. He says, ‘‘There is no part of well-being called 
‘economic well-being’. The word ‘economic’ qualifies not well-being, 
but the causes of well-being or changes in it’’.1° But there seems no 
reason why one should not isolate satisfaction measured by price for 
special study, so long as one is fully aware of the limitations of one’s 
results. Professor Pigou, in his discussion of the relation between 
‘economic welfare’ and ‘welfare’ in general, a discussion always 
overlooked by Mr. Little in his references to this problem, was most 
careful to point out these limitations as he saw them.!! 

All this is not to deny that some subsequent writers on welfare 
economies have failed to make themselves familiar with its founda- 
tions before using its propositions, or that the term ‘welfare’ has not 
sometimes been used inadvisedly in popular economic discussion. AS 


6. Little, p. 74. 

7. Little, pp. 6-7. 

8. a C. .Pigou, Economics ig — 4th ed., 1938, p. 28. 
9. C. Pigou, op. cit. pp. 

10. sible. p. 6. 

11. A. C. Pigou, op. cit., Pt. 1, Ch. 1. 
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applied to these cases, Mr. Little’s ‘persuasive definition’ arguments 
are very much to the point. 

But even though the propositions of welfare economics, properly 
understood, are not ‘persuasive’ in character, they are based on a 
value judgement. Proposals, for example, designed to achieve 
economy in the allocation of resources have sometimes been believed 
to be purely economic in character. But economy in the allocation 
of resources is relative to some end, and the end implied has usually 
been some variant of ‘maximisation of consumers’ satisfaction’. To 
be sure ‘maximisation of producers’ satisfaction’ plays an important 
part in Professor Pigou’s work, but this aim has often been lost sight 
of by subsequent writers, notably those on marginal cost pricing. 
Writers on the ‘optimum conditions of production and exchange’, such 
as Mr. Lerner, have tended to combine these two value judgements.!2 

Mr. Little follows the latter approach and suggests as a basic 
value judgement that ‘‘an individual becomes better off if he is en- 
abled to reach a position higher up on his order of choice’’.1* He 
then has no difficulty in showing that welfare economics lacks internal 
consistency. One of the optimum conditions of production is that 
“The rate at which ‘work’ can be transformed into any given ‘good’ 
must equal the marginal ‘individual’ rate of substitution of ‘leisure’ for 
consumption of that ‘good’.’’!4 The former is the worker’s marginal 
physical productivity. The latter must, assuming the individual’s 
‘rationality’, equal marginal net earnings. In terms of money we 
have the familiar condition that the price of labour should equal the 
value of its marginal product. But if the individual is subject to 
any taxation which affects his marginal income, his marginal net 
earnings will fall below the value of his marginal product, and the 
above optimum condition will not be fulfilled. The only type of 
tax compatible with its fulfilment is a poll tax.!5 

It might seem possible to offset any marginal taxation by paying 
labour a, wage greater that the value of its marginal product. But this 
would be inconsistent with the fulfilment of another optimum condi- 
tion, that ‘‘The marginal rate at which one ‘good’ can be trans- 
formed into another must be equal to the ‘individuals’ ’ common 
marginal rate of substitution of one for the other’’,!® which means 
that marginal costs must everywhere be proportional to price. For 
if labour is paid more than the value of its marginal product, while 
other factors untaxed at the margin receive no such extra payments, 
the excess of marginal cost over price arising from the special 


12. A. P. Lerner, The Economics of Control (Macmillan, New York, 1947). 

13. Little, p. 269. The concept ‘order of choice’ will be discussed below; for the pre- 
sent it may be regarded as a refinement of ‘scale of preferences’. 

14. Little, ibid. p. 135. 

15. Little, p. 136, pp. 151-152. 

16. Little, p. 132. 


Cc 
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paymenis to labour would vary with the proportion of labour to 
capital. Equi-proportionality of price to marginal cost would then be 
ruled out.!7 


This inconsistency arises solely from Mr. Little’s individual 
being both a consumer and a producer. Would it not be better to 
recognize frankly that people’s interests as consumers often clash 
with their interests as producers, and that separate welfare theories 
are required? If the individual in Mr. Little’s basic value judgement 
were taken to be consumer, this would be in line with the greater part 
of welfare theory, including especially the marginal cost controversy. 
Many other difficulties pointed out by Mr. Little, including institu- 
tional limitations on the worker’s ability to choose between income and 
leisure, or to split his work among different jobs, and obstacles to the 
mobility of labour, could be easily dealt with in such a theory. 

This approach would have much to commend it. It would make 
obvious the comparative neglect of ‘maximisation of producer’s 
satisfaction’ in welfare theory since Professor Pigou, and perhaps 
lead to its proper development.1® A more fundamental reason is 
that ‘maximisation of producers’s satisfaction’ requires a different 
approach from ‘maximisation of consumer’s satisfaction’. Mr. Little 
thinks of the producer, given the different degrees of pleasantness of 
various jobs, as allocating his time between them and leisure on mar- 
ginal principles. This is parallel to the way the consumer is usually 
thought of (though Mr. Little has a rather different analysis) as 
equating marginal utilities of different goods. But the ‘pleasantness’ 
of work is not given to the producer in the same way as ‘utility’ of 
goods is taken as given to the consumer. The possibility of securing 
improvements in conditions of work can be fitted fairly well into 
the traditional type of analysis. But if pleasantness is broadened to 
include such possibilities as improvements in the status of labour and 
various degrees of workers’ participation in management, a different 
type of analysis is required. For the worker in these cases does not 
merely sell his labour to the firm; he becomes in lesser or greater 
degree part of the firm itself, having a different relationship with his 
employer and different objectives in his employment. The current 
interest in union-management co-operation as one approach to the 
problem of increasing production gives special interest to this question. 


II 


Professor Pigou, as has been seen, believed that the price paid 
for a good is an approximate measure of the satisfaction obtained 
at the margin from consumption of that good. Each individual was 


17. Little, pp. 136, 151-159. 
18. See Little, p. 126, and E. H. Phelps-Brown, Economica, Feb., 1949, p. 7. 
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assumed to be ‘rational’ in the sense that he maximised his satisfac-. 
tion by allocating his resources so that marginal utilities (i.e. satisfac- 
tions) were proportional to prices in all directions of expenditure. 
Satisfactions could be added. These assumptions were essential to 
Professor Pigou’s model, for he held that the total satisfaction of 
the community was made up of the satisfactions of the individuals in 
it. Measures to increase economic welfare could only be relied upon 
if the behaviour of the individual was ‘rational’. 

Mr. Little attacks this whole analysis. Price cannot be taken in 
any sense as a measure of satisfaction; satisfactions cannot be added; 
we cannot say that individuals maximise satisfaction. The Mar- 
shallian type of consumers’ demand theory is not only invalid; it is 
also unnecessary for welfare economics. Indifference analysis, . be- 
cause ‘indifferent’ means ‘equally satisfactory’ and ‘preferable’ 
means ‘more satisfactory’, still has one leg in the Marshallian camp 
and must also be rejected. Mr. Little then develops a behaviouristic 
theory of his own which he claims not only to be emancipated from 
any taint of ‘satisfaction’, but also to be just as suitable a, foundation 
for welfare economics as the Marshallian analysis.1® For the value 
judgement ‘maximisation of satisfaction is desirable’, Mr. Little 
substitutes two new value judgements in terms of his own theory of 
consumers’ demand. He says, ‘‘Two value judgements are pre- 
supposed by this criterion. The first is that an individual becomes 
better off if he is enabled to reach a position higher up on his order of 
choice. The second is that the community is better off if one indivi- 
dual becomes better off, and none worse off’’.2° For the following dis- 
eussion the individual may be taken as being a consumer. 

Mr. Little appears to consider the usual theories of consumer’s 
demand to be deductive in character. He refers to ‘‘the postulate ‘the 
individual maximises the sum total of utility’ ’’;?! he says ‘‘Mar- 
shall, indeed, used a psychological law, the law of diminishing mar- 
ginal utility . . . it is a totally unnecessary axiom’’.22 His adoption 
of this deductive interpretation is understandable. No less an 
authority than Professor Robbins has stated that the propositions of 
economics are derived from certain basic postulates.22 Mr. Hicks’s 
exposition of the theory of consumers’ demand is also deductive.*4 

Nevertheless it appears to be a mistaken interpretation. The 
theory of consumers’ demand was not drawn from the air, but was 
developed as an explanation of observed market phenomena. The 
process of reasoning, in idealised form, was something like this. It 


19. Little, Chs. 2 and 3. 

20. Little, p. 269. 

21. Little, p. 20. My italics. 

22. Little, p. 26. My italics. 

23. L. Robbins, The Nature and Significance of Economic Science, Macmillan, London, 


J. R. Hicks, Value and Capital. Chs. 1-3. 
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was observed that when price fell, demand almost invariably increased, 
and when price rose, demand decreased. Exceptions, like the Giffen 
ease, arose from special circumstances. The transition from the 
observed market demand curve to the individual demand curve, 
required both a deduction and an abstraction. As the observed market 
demand curve was virtually always downward sloping, it was a rea- 
sonable deduction that a large number of individual demand curves 
were also downward sloping. This seemed to be supported by what 
each economist knew of his own and his friends’ behaviour. No 
exceptions that could not be explained by special circumstances were 
forthcoming, and so the step was taken of supposing that all indivi- 
dual demand curves were downward sloping. As well as this deduc- 
tion there was an abstraction. This was that the known indivisibili- 
ties in the individual consumer’s demand curve, which were largely 
ironed out in the market demand curve, were assumed to be non- 
existent. Thus was obtained the smooth downward-sloping individual 
consumer’s demand curve. 

Why was the demand curve always downward-sloping? This 
was explicable if successive increments of a commodity were of dim- 
inishing importance to a consumer compared with alternative possibili- 
ties of consumption, and if the consumer exercised some care in his 
expenditure and more or less deliberately weighed alternatives so as 
te choose what was more important to him rather than what was less 
important. ‘The law of diminishing marginal utility’ and ‘ration- 
ality’ are implications of the downward-sloping demand curve, not 
merely ‘postulates’ or ‘axioms’. An abstract concept of ‘rationality’ 
was, however, developed. All that is implied in the demand curve 
is a certain amount of deliberate care in choosing, but to make the 
analysis more precise and more easily manageable, the consumer 
came to be assumed to be completely ‘rational’. 

To what end did he choose so carefully? The choosing of the 
more important rather than the less important implied that, at any 
rate to some extent, he tried to getj as much as he could for his money. 
At this point an abstraction was made and it came to be assumed 
without qualification that he always did actually get as much as he 
could for his money. As much as he could of what? This could only 
be the ‘subjective service’ or ‘satisfaction’ obtained from consumption 
of the goods, and, in the Marshallian analysis, ‘getting the most for 
his money’ was interpreted as ‘maximisation of satisfaction’. The 
‘rational’ consumer will achieve this aim by arranging his expendi- 
ture so that marginal utilities are proportional to prices. Habitual, 
conventional, impulsive, inconsistent and exploratory behaviour, 
errors and unforeseen contingencies, can to some extent be brought 
into the analysis, but to some extent are abstracted from. Price can 
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then be taken as an approximate measure of ‘satisfaction’ at the 
margin. Cardinal utility is implied. 

The subjective theory of consumers’ demand is therefore empirically 
derived, with the aid of various deductions and abstractions, from the 
observed downward-sloping demand curve. In principle it may be 
ealled an inductive theory. Some of the links in the chain could be 
stronger, and it is impossible not to appreciate the strength of the 
ease put by Mr. Little and others against it. But complete rejection 
seems to give too little weight to its inductive basis. Price does seem 
to be related to expected satisfaction, and to some extent consumers do 
appear to try to maximise this. In practical applications one must, 
of course, as with all abstract models, remember the abstractions in- 
volved and allow for these. But, properly stated, the Marshallian 
type of theory provides an account of consumers’ behaviour which is 
not inherently unreasonable. 

The concept of ‘satisfaction’ may give rise to doubts. A man 
may plan his consumption so as to avoid pain, or to do his duty, and 
not always to maximise his ‘satisfaction’ in the narrow sense of the 
word.25 These difficulties have long been recognized and the concept 
of ‘satisfaction’ has tended to be used more broadly, or other terms, 
such as Professor Knight’s ‘subjective service”® substituted for it. 

Mr. Little then goes to the other extreme and argues that if we 
suppose that it does not matter what a man tries to maximise, so long 
as he tries to maximise something, all we are saying is that whatever 
he does he is ‘maximising’, and then the theory tells us nothing.2?7 An 
ordinal analysis like that of Mr. Hicks runs up against this diff- 
culty.28 Marshallian theory, however, avoids it by supposing that 
the consumer is able to measure satisfaction by price, and by limiting 
the subject-matter of economies to such satisfactions as are so measur- 
able. The problem is analogous to that of what to include in the 
marginal cost and marginal revenue equated by the firm.2® It would 
be possible to test the consumer by asking him whether the satisfaction 
obtained from consumption of a commodity was worth the price he 
had paid for it. He would sometimes say that he had made a mistake 
and had paid too much. This would indicate that the process of 
deciding what to consume is not the same thing as his actual choice. 

Mr. Little objects also that such a theory would be applicable only 
to consumers who maximised satisfaction, and not to those who did 
not behave in this way. This is so, but is no objection, for the down- 
ward-sloping demand curve implies that, by and large, people are 

25. Little, pp. 20-21. 


26. F. H. Knight, Journal of Political Economy, Dec., 1944, p. 295. 
27. Little, p. 21. 


28. J.R.Hicks, op. cit. Chs. 1-2. 
29. See R. A. Gordon, American Economic Review, June, 1948, pp. 268, 269. 
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satisfaction-maximisers. Of course, some abstraction is involved 
which would have to be taken into account in a particular case. 

Mr. Little also criticises the assumption that the consumer is 
consistent in his behaviour, and lists a number of possible inconsis- 
tencies.2° But consumers are not as inconsistent as all that, otherwise 
the demand curve would not be downward-sloping. The abstraction 
that the consumer is completely ‘rational’ is a reasonable one, so long 
as one remembers to make suitable allowances in practical application. 
This, of course, is no reason why economists should not try to develop 
an abstract model which takes more account of consumers’ inconsis- 
tencies. But Mr. Little does not do this and in the end finds it expe- 
dient to make the same assumption.*! 

Can we add satisfactions? Mr. Little says at first that we cannot, 
because we have no zero and no unit of measurement.*? He imme- 
diately qualifies this by saying that we might define a zero and a 
unit, as we do in the measurement of heat. That this method is the 
answer to the problem of measurement of utility is shown by Professor 
Knight in his discussion of ‘quantification’.** 

Mr. Little’s further criticisms relate to an alleged lack of connec- 
tion between ‘satisfaction’ and ‘happiness’. But welfare economics, 
as has been seen, is concerned with satisfactions measurable in money, 
not directly with happiness. The problem of the relation between 
‘economic welfare’ and ‘welfare’ in general, lies outside the scope 
of welfare economics. Mr. Little’s difficulties arise from his unwilling- 
ness, already mentioned, to accept ‘economic welfare’, in the Pigovian 
sense, as a valid subject for isolated study. 


Ill 


The broad general validity of the subjective theory of consumers’ 
demand, and the cardinal utility analysis, are unshaken by Mr. Little’s 
comments. But are they necessary for economies? Mr. Little con- 
siders that they are not, and develops a behaviourist theory which he 
claims will serve just as well. 

He says, ‘‘Let us suppose that we start with a given collection, of 
things (A), and then ask our consumer to say of every possible 
collection whether he would take it rather than A, or whether he 
would take A rather than it. It is evident that so long as we make 
him name all possible collections we would then have arrived at the 
so-called indifference curve as the boundary between the area repre- 
senting collections rather than which A would be taken, and the area 
representing collections which would be taken rather than A’’.34 This 


30. Little, pp. 40-41. 
31. Little, p. 47. 
32. Little, p. 28. 

F. H. Knight, loc. cit. sects. (ii), (iv). 
34. Little, p. 22. 
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boundary is called the ‘behaviour-line’, and the behaviour-line is 
arrived at solely by use of the relation ‘taken rather than’. The latter 
means that Speqe > Speq: and on certain assumptions, particularly 
consistency of choice, the theory of consumers’ behaviour can be 
derived from index-number theory.*® 

‘*It does not follow logically from the meaning of behaviour-lines 
that anyone who can be said to be ‘on a higher behaviour-line’ must 
also be said to have more satisfaction—all that follows is that he is in a 
chosen position’’.26 Nevertheless, so long as one is aware of the many 
difficulties, all pointed out by Mr. Little, one may use the behaviour- 
line analysis as a foundation for welfare economics by making two 
value-judgements. ‘‘The first is that an individual becomes better 
off if he is enabled to reach a position higher up on his order of choice. 
The second is that the community is better off if one individual be- 
comes better off, and none worse off’’.37 

The theory is entirely behaviourist. Mr. Little states that one 
can give the analysis a subjective interpretation if one wants to.%® 
But to him it appears advantageous to keep the behaviour-line 
analysis separate from the more debatable subjective analysis. Un- 
fortunately this would be likely to result in a neglect of the subjective 
issues. Indeed, the indifference and behaviour-line analyses have 
been developed largely so that these problems can be evaded. This 
danger will be avoided if the subjective aspects are brought right 
into the analysis. 

Apart from this general consideration, the behaviour-line theory 
appears to have serious limitations which suggest that it may come 
to be used alongside of rather than as a replacement of the Mar- 
shallian theory. For positive economics the throwing out of marginal 
utility makes the theory unable to explain the ‘paradox of value’ that 
goods with higher utility often had lower prices than goods of lesser 
utility. Here the theory is reminiscent of that of Professor Cassel,*® 
and open to some of the same objections. Though Mr. Little’s con- 
sumer is in equilibrium when the price line is tangent to a behaviour 
line, the behaviourist nature of his theory makes him unable, when 
explaining it, even to state the familiar condition that the marginal 
rate of substitution between the commodities is equal to the ratio of 
their prices. If the condition were stated it could not be given a 
subjective interpretation. 

The adequacy of the behaviour-line analysis for welfare eco- 
nomics depends largely on one’s views as to the importance for the 
latter of the law of diminishing marginal utility of income. If there 


85. Little, pp. 24-25. 
36. Little, p. 25. 
87. Little, p. 269. 
38. Little, p. 109. 
89. G. Cassel, Theory of Social Economy (Benn, 1932), Bk. 1, Ch. 3, sect. (xi). 
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is a place in welfare economics for this law, then Mr. Little’s view that 
all the important conclusions of welfare economics may be made to 
follow from his theory will have to be rejected. 


IV 


The law of diminishing marginal utility of income must be based 
on a cardinal utility system. Comparison of the satisfaction from 
successive increments of income is involved. The law’s validity is 
indicated by the broadening of a consumer’s expenditure which occurs 
as his income increases; this broadening would not take place if the 
marginal utility of his income (or of the types of goods in his existing 
consumption pattern) did not decline, and if he were unable to 
compare the satisfaction from more of old with that from new types 
of consumption.*° Acceptance of the law, implying as it would the 
inadequacy of the behaviour-line analysis, is, of course, impossible for 
Mr. Little. 

If people were assumed to have equal capacities for satisfaction, 
the law of diminishing marginal utility of income would suggest a 
policy of equal distribution of income, provided this did not have an 
adverse effect on production. Professor Pigou, however, in his dis- 
cussion of the relation between distribution of income and economic 
welfare, did not think it necessary to press the analysis so far. He 
felt that incomes were so unequally distributed in Great Britain that 
it was reasonable to suppose that they were more unequal than 
capacities for satisfaction, and for practical application this was all 
it was necessary to assume. His cautious conclusion was that ‘‘so 
long as the dividend as a whole is not diminished, any increase, within 
wide limits*! in the real income enjoyed by the poorer classes at the 
expense of an equal decrease in that enjoyed by the richer classes, is 
practically certain to involve an addition to economic welfare’’.” 

Criticism of this approach usually takes the form of rejection 
of the possibility of interpersonal comparisons. Mr. Little, however, 
points out that, in fact, people can and do make interpersonal com- 
parisons. He further argues that ‘‘it is clear that if one accepts 
behaviour as evidence for other minds, then one must admit that 
one can compare other minds on the basis of such evidence’’, and that 
“*those who ‘deny’ interpersonal comparisons must deny the existence 
of other minds’’.4* These interpersonal comparisons will often be 


40. See F. H. Knight, loc. cit., pp. 297-298. 

41. My italics. 

42. A.C. Pigou, op. cit., p. 96. Two arguments of Professor Pigou, that ‘‘in the long 
run differences of temperament and ‘taste between rich and poor are overcome by the very 
fact of a shifting of income between them” (pp. 91-92) and that ‘“‘a large proportion of 
the satisfactions yielded by the income of rich people comes from their relative, rather than 
from their absolute amount. This part of it will not be destroyed if the incomes of all 


rich people are diminished together” (p. 90), arte neglected by Mr. Little and should be 
borne in mind by his readers. 
43. Little, p. 57. 














1951 WELFARE ECONOMICS 223 


descriptive in character, without any value judgement being involved. 
We may be grateful for Mr. Little’s clearing-up of this matter, which 
has bedevilled welfare economies for far too long. 

Must we then reinstate the law of diminishing marginal utility 
of money income, and reject the behaviour-line approach? Mr. 
Little appears to believe that he has found a way of avoiding this 
result. His first point concerning the law of diminishing marginal 
utility of income is that it is not clear whether it refers to money or 
real (psychic) income. But the above statement of Professor Pigou, 
together with his continual discussion in terms of transference from 
rich to poor, makes it clear that he is talking about money income. 
It is true that he sometimes speaks of real income, but this is only to 
allow for possible changes in general or relative prices. His position 
is that an increase in total psychic real income (satisfactions) may 
be brought about by redistribution of real (money) income between 
rich and poor. There is no ambiguity. Mr. Little’s point concerning 
the tautological nature of the law, if it is taken as referring to real 
(psychic) income, is therefore irrelevant.*4 

Mr. Little then comments on the law as referring to money in- 
come, ‘‘Two people with equal money incomes cannot derive equal 
satisfaction both before and after a change which increases the price 
of everything which the one buys and the other does not buy. Thus 
it appears that we may sometimes want to say that Smith would derive 
more satisfaction from an extra pound than Jones would, although 
Smith has more money than Jones’’.“© So any attempt to use the law 
of diminishing marginal utility of money income fails. But Professor 
Pigou, as we have seen, does not use the law in this way. He does not 
assume that people have equal capacities for satisfaction or argue that 
incomes should be equally distributed. Mr. Little’s rejection of the 
welfare analysis, based on the law of diminishing marginal utility of 
income, is achieved by carrying it to a point of absurdity, in a way 
never contemplated. 

This rejection, along with the acceptance of interpersonal com- 
parisons, leads to a new approach to the problem of the relation 
between distribution and economic welfare. Given a basic value, 
judgement concerning the desirability of maximisation of satisfaction, 
Professor Pigou could, with the aid of the law of diminishing marginat 
utility of income and the assumption that incomes were more un- 
equally distributed than capacities for satisfaction, put forward many 
distributional propositions, such as his principles of taxation, without 
any additional value judgement. He provided a framework within 
which a large number of economists ever since have been able to 


44. Little, pp. 11-12. 
45. Little, pp. 10-11. 
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discuss questions of economic policy without arguing at cross purposes. 
Having dispensed with this analysis, Mr. Little can only deal with 
distributional problems by adding a special criterion that an economic 
change is desirable only if ‘‘it would not result in a bad redistribution 
of welfare’’.46 This leaves every economist free to discuss economic 
policy. according to his own ideas as to what are good or bad distribu- 
tion effects. This flexibility no doubt had to come; indeed it is already 
here and Mr. Little has performed a service by making it explicit. It 
will mean, however, that economists will now need to be much more 
eareful to bring their value judgements out into the open than was 
necessary when they all discussed policy within a common welfare 
framework. There is no logical reason, however, why the law of 
diminishing marginal utility of income should be discarded in the 
process, and many will want to retain this law, and much of the 
analysis built around it, as they venture into their own distributional 
worlds. These will reject the view that the behaviour-line analysis is 
an adequate foundation for welfare economics. 

Insistence on bringing in particular distribution considerations 
at every point has further implications for welfare economics. Mr. 
Little interprets the welfare propositions of Mr. Kaldor and Mr. 
Hicks as meaning that any change of which one could say ‘‘this would 
enable the gainers to over-compensate the losers’’4? would increase 
economic welfare. The Kaldor-Hicks criterion is inadequate, how- 
ever, for unless compensation were actually paid by the gainers to the 
losers, it would often happen that a change accepted under this 
criterion could be reversed on the same criterion.44 The Scitovszky 
criterion that ‘‘the people who are against the change would be 
incapable of bribing those in favour to vote against it, without thereby 
losing more than they would if the change were carried’’,*® is also 
necessary. Mr. Little warns, however, that the Kaldor-Hicks and 
Scitovszky criteria together only indicate a potential increase in 
economic welfare. A change made on these principles may have bad 
distribution effects, and there will be no increase in economic welfare 
unless compensation is actually paid to those who are made worse 
off.5° A criterion concerning distribution effects is needed as well. 

Mr. Little now analyses the eight possible combinations of the 
three criteria, (a) Kaldor-Hicks, (b) Scitovszky, and (c) any distri- 


46. Little, p. 268. 
47. Little, pp. 91, 95. 
48. Little, pp. 99-100. : 
49. T. de Scitovszky, ‘“‘A Reconsideration of the Theory of Tariffs”, Review of Economic 
Studies, vol. ix, No. 2, reprinted in the American Economic Association’s Readings in the 
Theory of International Trade (Allen & Unwin, 1950), quoted by Little, p. 100. An alter- 
native formulation of the Scitovszky criterion is “if a policy of redistributing money by 
lump sum transfers would not make everyone as well off as they would be if the change 
were made”. (Little, p. 116.) 
50. Little, pp. 100-101. 
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bution good.54 It must suffice here to state Mr. Little’s results. 
These are that the Scitovszky and redistribution criteria are sufficient 
conditions for an increase in economic welfare, and that if the Kaldor- 
Hicks and redistribution criteria alone are satisfied, redistribution 
without change will give a better result than will the change. The 
Kaldor-Hicks criterion is shown to be unnecessary when a special 
redistribution criterion is provided.®? 

Mr. Little’s analysis here is a very fine piece of work. Neverthe- 
less he does not appear to recognize that it need not be exclusive of 
other types of analysis. We have seen earlier that some of Mr. Little’s 
difficulties arose from his unwillingness to study ‘economic welfare’, 
in the Pigovian sense, apart from ‘welfare’ in general, and his treat- 
ment of the individual ‘chooser’ as both a consumer and a producer 
at once. In the present analysis he refuses to consider cases in which 
potential losers could not profitably bribe potential gainers, which, 
for want of a better term, we may call ‘production’ effects, apart from 
distribution effects. It is certainly useful to have a study of the im- 
plications of combining analyses in this way. But Mr. Little’s par- 
ticular combination is only one of many possible ones. For example, 
one could have an analysis which included the aim of ‘maintenance 
of full employment without inflation’, with or without distribution 
effects. Or one might have an analysis which considered ‘production’ 
effects only. One might indeed have a whole series of separate 
analyses. In practical application the results of these would have to 
be weighted according to some scale of values determined outside 
economics. 

In a separate ‘production’ analysis, change would be accepted in- 
stead of rejected in Mr. Little’s case, No. 7, where the Scitovszky 
criterion alone is satisfied, even though distribution effects are bad, 
and a fortiori in case No. 2, in which both the Kaldor-Hicks and 
Scitovszky criteria are satisfied and distribution effects bad. Such 
results would be useful. Instead of rejecting all cases with bad 
distribution effects, one would have a ‘production’ and a ‘distribution’ 
effect to weigh against one another, and might sometimes decide that 
the good ‘production’ effect was more important than the bad ‘dis- 
tribution’ effect. 

V 


Mr. Little applies his theory of the foundations of welfare eco- 
nomics to the price and output policies of public utilities, the valua- 
tion of national income and the theory of international trade. 


51. Little, p. 103. It should be noted that there is some confusion in the use of 
‘Any distribution good’? and the reader might be puzzled by the apparent incorrectness of 
the results in Mr. Little’s cases 2 and 7 in some circumstances. The text only makes 
sense if the criterion is taken as meaning ‘Any redistribution neutral or good’? except in 
cases 3 and 6, when it must be read simply as ‘Any redistribution good’? 

52. Little, pp. 103-104. 
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Marginal cost pricing is considered in relation to a ‘‘relatively 


small number of public enterprises in a predominantly private enter- 
prise economy’’.5? Mr. Little immediately poses a contradiction. On 
the one hand, the optimum conditions require that price in public 
enterprises should be in the same ratio to marginal cost as it is else- 
where in the economy, which means that, under prevailing market 
conditions, price would have to be greater than marginal cost. On 
the other hand, the optimum conditions require that, where there is 
heavy marginal taxation, price should be somewhat less than mar- 
ginal cost. This contradiction arises, however, from the way. the 
analysis is set up. If the individual is taken as being a consumer, as 
suggested above, the question of marginal taxation becomes irrelevent, 
and there is no contradiction. 

Mr. Little also limits the scope of the theory by insisting on the 
absence of bad distribution effects. But, as we have seen, this would 
exclude the case in which good ‘production’ effects outweighed bad 
distribution effects. In other cases Mr. Little’s approach would be 
too narrow. A particular application of marginal cost pricing prin- 
ciples might fulfil all the conditions laid down by Mr. Little in his 
least conciliatory mood and yet be rejected because, say, it would 
help to accentuate inflation. 

Mr. Little is at his strongest when he lists all the theoretical and 
practical difficulties involved in carrying out marginal cost pricing.§4 
It would be impossible to fulfil the theoretical requirements, which 
are that optimum conditions should prevail elsewhere in the economy, 
that consumers are perfectly consistent and do not die, that goods 
are infinitely divisible and of unchanging quality, and that there 
are no external economies or diseconomies of production or consump- 
tion. Practical difficulties would arise in the determination of user 
cost and joint costs, in the application of a consumer’s surplus invest- 
ment criterion, and in the maintenance of efficiency of subsidised 
industries. These difficulties do not invalidate the attempt to develop 
a theory of optimum allocation of resources from the point of view 
of maximisation of consumers’ satisfaction. But they do indicate 
that much judgement would be required in application. 

Mr. Little appears, however, to overstate his case somewhat. 
Most of these difficulties would apply in the carrying out of any 
pricing policy, if not of any economic policy whatever. And the 
special difficulties of marginal cost pricing, the problem of an invest- 
ment criterion and the problem of maintaining efficiency, are not 
absent under the alternative principle of ‘ profitability’. Some projects 
which marginal cost pricing theory shows to be justified would be 


53. Little, p. 180. 
54. Little, Ch. xi. 
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ruled out if total costs had to me covered. Monopoly might be a 
cloak for inefficiency. Mr. Little seems to give too little weight to the 
theory as a guide to pricing in such cases as gas, electricity and trans- 
port undertakings. He is right, however, to stress the elements of 
judgement involved and his principle, ‘‘The greater the excess of 
average cost over marginal cost the greater the confidence one would 
have that the gainers could over-compensate the losers, and the 
stronger the case for a qualified form of marginal cost pricing’’, 
seems sound. The case for marginal cost pricing will often be 
strongest when marginal cost is zero, as for a bridge.54# 

In principle, Mr. Little’s discussions of real income changes and 
gains from international trade follow the same lines. In both cases 
the analysis is based on the principle that ‘‘welfare in period 2 is 
greater than in period 1 if 3P2Q2 > =P2Q, and if the distribution 
of real income is no worse in the second period’’.»> 3P.Q2 > SPQ: 
is shown to be the Scitovszky criterion and the rejected P,Q; < =P1Q2 
is shown to be the unnecessary and possibly misleading Kaldor-Hicks 
criterion. Distribution considerations are so often overlooked in in- 
ternational trade discussions that the experiment of bringing them 
into the analysis is particularly worthwhile. But one must still say 
that the weighing of separate ‘production’ and distribution effects 
against each other would allow of cases when the former outweighed 
the latter, which Mr. Little would have to reject. 


VI 


Although Mr. Little is almost wholly concerned with criticism, 
there are enough constructive elements in the book to suggest that 
he is, after all, a welfarist at heart. He says we can ‘‘searcely 
doubt that welfare theory is sufficiently realistic to tell us that 
relative costs of production should not be allowed to get too far out 
of line with relative market prices. As a rough guide to what ought 
to be done, it is undeniably useful’’.5* He wants resources to be 
economically allocated. It is against attempts to make the theory over- 
precise that he warns us. But surely he is a little rash to commit 
himself to the statement, ‘‘I believe that any further extension of 
welfare theory is unlikely to be at all valuable, except as a mathema- 
tical. exercise’’.57 Has Mr. Little said the last word on the subject? 

There are two types of criticism of welfare economics not 
explicitly considered by Mr. Little. First there is the view that 
people look solely to their own sectional or individual interests, and 


54a. Little, pp. 187-192. 
_ 55. Little, pp. 216, 230. “The Q’s of the formula refer to the total quantities of 
different kinds of goods comprising the (real) national income, and the P’s refer to the 
market prices of these goods”. See Little, p. 211. 

56. Little, p. 272, pp. 154-155. 

57. Little, p. 1. 











228 THE ECONOMIC RECORD DEC. 


that each section will aim at measures that have favourable distribu- 
tion effects on it, regardless of the ‘production’ or distribution effects 
on the rest of the community. Welfare economics, it is said, is useless; 
people do not desire policy to be determined by broad welfare prin- 
ciples like those put forward by Professor Pigou and Mr. Little, and 
economic policy is not in fact determined this way, but as a political 
compromise between conflicting interests. ‘‘As conflict is the essence 
of the problem, we must not assume it away’’,5® says Mr. Radomysler. 
But this seems all the more reason why economists should state, for 
example, what the ‘production’ effects are, so that people may become 
aware of them and take them into account. 

Even when there is acceptance of the welfare value judgements 
there is still, of course, room for difference of opinion. Judgement 
must be made about such difficult matters as the extent to which the 
optimum conditions are fulfilled elsewhere in the economy. P2Q. 
must exceed =P2Q; by an appreciable amount before one can be 
sure that economic welfare will be increased by a change,®® and 
opinions may differ as to whether the excess is great enough. Opinions 
may differ also as to what is a desirable distribution of real (psychic) 
income. There may be agreement about this, but different views as 
to people’s capacities for satisfaction or the effect of any given money 
redistribution on real (psychic) distribution.®° These questions would 
have to be hammered out in the political sphere. 

None of these considerations provides any adequate reason why 
economists should scrap the welfare economics which enables them 
to make statements about ‘production’ and other effects on economic 
welfare. They do, however, give warning that such statements are of 
more limited validity as a guide to policy than has usually been 
recognized. They also seem to underline the desirability of treating 
‘production’ effects separately from distribution effects. 

One possible objection is that economists could never in practice 
fully explain the value judgements they were making, and people 
might be misled into accepting a policy which they would reject 
if they understood, the value judgements on which it was based. But 
the alternatives are that economists must either, (a) teach people 
a good deal of economics every time they make any suggestion about 
economic policy, or (b) they must abstain from making such sug- 
gestions. Neither is a practicable course, and one may accept the 
view of Mr. Little that economists, while doing their best to make 
their value judgements explicit, must take some responsibility 
themselves for those they cannot state as adequately as they would 
like.® 


58. A. Radomysler, loc. cit. p. 201. 

59. Little, p. 218. 

60. Little, pp. 66, 108. 
. Little, pp. 120, 267. 
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A second type of criticism, similar to those made of economics 
by E. F. M. Durbin® and E. R. Walker®, might be that welfare 
economics needs to take more account of the findings of the other 
social sciences. Mr. Little does not consider this question. His 
approach is the traditional one. It is the individual’s order of choice 
which is the foundation and it is ‘‘changes in the amount of things 
and services consumed, which could be exchanged, for money, and the 
amount of work done’’®4 that are the subject-matter. Though he 
could argue that this book is meant ta be only an analysis of previous 
theories, the few constructive elements in the book suggest that his 
own approach would be similar. 

This approach can be used, with fair success when the individual 
isa consumer. But no study of producers’ welfare could rest satisfac- 
torily on an individualist basis. The worker must be considered 
partly as a member of a group, at the factory and in the trade union. 
Also any adequate theory would almost certainly have to consider not 
merely the worker’s balancing of work and leisure, but also various 
questions concerning his status. There is the further point that in a 
welfare economy, because things are done for people rather than by 
them, and there is little feeling of participation, they are often 
apathetic and frustrated.** A welfare theory which took these factors 
into account would have to draw heavily on the other social sciences. 

It might be objected that it is not the job of economists to 
develop such a theory. But so many recognized economic considera- 
tions would be involved, that it would be difficult to sustain this view. 
It could be said, for example, that the almost complete failure of 
economists to say anything constructive at the present time about the 
problem of increasing production, arises from the inadequacy of 
their welfare analysis. These neglected issues might easily be more 
important than all those raised by Mr. Little in his brilliant book. 


KINGSLEY LAFFER. 


University of Sydney. 


62. E. F. M. Durbin, Problems of Economic Planning, Papers 9 and 10. 
63. E. R. Walker, From Economic Theory to Policy, Ch. 12 and passim. 
64. Little, p. 6. My italics. 
65. See Roethlisberger & Dixon, Management and the Worker, passim. 
. E. H. Phelps-Brown, ‘Morale, Military and Industrial’, Economic Journal, 
March, 1949, for discussion of this problem in a narrower setting. 











NEWS AND NOTES 


Publication Date—Members of the Economic Society and other 
subseribers to The Economic Record are asked to note that we are 
reverting to the original dates of publication, and future issues will 
appear in May and November. 


The Auckland Branch of the Economie Society of Australia 
and New Zealand organized, during the September vacation, an 
experiment, the great success of which will encourage the Council to 
repeat it (perhaps in slightly modified form) in subsequent years. 

The experiment took the form of a discussion of the economic 
development of backward areas, initiated by papers contributed by 
Dr. Horace Belshaw on economic development as an operational 
problem; by Dr. W. B. Sutch on international provisions for such 
development; by Mr. G. D. L. White on New Zealand’s respon- 
sibilities and activities in this field, and by Mr. K. Bieda (formerly of 
the University of Malaya) on the economic development of back- 
ward areas, with special reference to Malaya. 

The discussions were contributed to by members of the Eco- 
nomics, Accountancy, History, Geography, Anthropology, and 
several other departments of Auckland University College, as well 
as many other citizens of Auckland and visitors. They were of a 
high order, a remarkable proportion of them showing evidence that 
the speakers had first-hand knowledge of many backward areas, and 
had reflected deeply on their problems. Professor C. G. F. Simkin 
presided throughout, and before the conference concluded sum- 
marized the main conclusions which had emerged from the discus- 
sions. 


Branch Secretaries—Readers are referred to our June, 1951, 
issue (page 67) for a full list of Branch Secretaries. The only 
change from that list is in the Canberra Branch, for which the Secre- 
tary is now Mr. R. Barback, C/o. Canberra University College, Can- 
berra, A.C.T. 
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NOTES 


TRANSPORT COSTS AND THE LOCATION OF INDUSTRY 
IN VICTORIA. 


A number of factors influence the intending manufacturer in 
the choice of a situation for his factory. Among these are the avail- 
ability and relative costs of factory sites, the existence and relative 
wage levels of supplies of labour, the relative costs of access to 
sources of raw materials, fuel and power, and the relative costs of 
access to markets and consumption centres. The general rule govern- 
ing the manufacturer’s choice is that his factory will tend to be 
located where the estimated aggregate costs are the least. In order 
to isolate the influence on location of transport rates on finished 
products, it is convenient to assume initially that as between different 
areas there are no advantages in comparative costs arising from 
aspects other than transport costs on finished products. 

Consider the case of an intending manufacturer of bed sheets 
who wants to establish his factory in Victoria and who desires to 
compete for the whole Victorian market. His problem is to find the 
least-cost production site (under present assumptions the minimum 
aggregate transport costs on the finished goods). The manufacturer is 
assumed to have his choice between the thirteen main centres of popu- 
lation, one in each region into which Victoria is divided. If the trans- 
port costs on his products are divided into costs of main line haulage 
and local delivery costs, then local delivery costs would remain the 
same in each region. For purposes of calculating main line haulage 
costs the population of each region can be considered as concentrated 
at the main population centre in each region. Then, if the sheets 
are to be sold evenly throughout Victoria, the main line transport 
cost can be weighted for each of the population centres according to 
the population in the whole region, (other commodities might require 
different weights, agricultural machinery for example by number of 
farms or acres under cultivation). 

The following example is calculated on the basis of main line 
transport costs for 1000 ewt. of sheets sold evenly throughout Vic- 
toria. In Table I there are shown the regional areas of Victoria, the 
main centre of population in each region, the population of the region 
at the 1947 Census, and the percentage of any given total of sheets that 
would be sold in each region if sales are distributed evenly throughout 
the State. 
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TABLE I 
VICTORIAN REGIONS AND POPULATION. 
Main centre Population Percen- 
Area of of region tage of 
Region (sq. miles) Popula- (June, popula- 
tion 1947) _ tion 
SWUM sk. wisn as QP Geelong 70,664 3.4 
Central Highlands .. 4,800 Ballarat 104,276 5.1 
Corangamite .. .. .. 5,150 Warrnambool 62,766 3.1 
East Gippsland .. .. 11,500 Sale 35,901 1.8 
Gippsland .. .. .. .. 5,200 Wonthaggi 90,867 4.4 
CE cs we ss ee Hamilton 45,718 2.2 
Goulburn .. .. .. .. 4,000 Shepparton 51,784 2.5 
CO ae SS Bendigo 71,808 3.5 
Mallee .. .. 1s «5 « BD Mildura 52,770 2.6 
PURC Tee ec cess ss Eee Melbourne 1,344,530 65.6 
Upper Goulburn ... 5,600 Benalla 33,119 1.6 
Upper Murray... .. .. 6,800 Wangaratta 43,777 2.1 
WHOMCTR. 45 0s ee A: 9,200 Horsham 42,780 2.1 
Non-migratory .. .. .. .. .. .. 2,050,850 100 
EE 66 dae nde be eae ai 3,851 


2,054,701 


The distances of each main consumption centre from the other 
twelve were then tabulated. On the basis of the given data, Table II 
and twelve similar tables (not reproduced here) were worked out. 
Using the railway class rates on the carriage of sheets (June 30th, 
1949), the cost of conveyance, from Barwon to the other regions, of 
the proportion of 1000 ewt. of sheets that would be sold in those 
regions was calculated and is shown in Table II. In this table the 
total rate charges show the total main line transport costs of distri- 
bution if production were to be carried on at Geelong. 

In this table the fourth column gives the break up of 1,000 ewt. 
of sheets among the regions on a population basis, and the fifth 
column gives the cost of railway carriage from Geelong to any region 
of its proportion of sheets. Thus the Corangamite region would take 
31 ewt., and to transport this quantity from Geelong to Warrnambool, 
a distance of 121 miles, would cost £7/12/3. The total main line trans- 
port costs, if production takes place at Geelong, is £151/15/-. 

A similar series of costs was worked out for production taking 
place at the main population centre of the twelve other regions. The 
results are outlined in Table IIT. 








Cost 
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TABLE II 
VICTORIAN REGIONS 
Cost of Conveyance from Barwon Region (Geelong) to other Regions. 


Main popu- Distance Weight of Railway 


Region lation from sheets (out rate 
centres = Geelong of 1000cwt) charges 
Barwon .. .. . Geelong — 34 — 
Central Misblande . Ballarat 54 51 £5 12 8 
Corangamite .. .. .. Warrnambool 121 31 £712 3 
East Gippsland .. .. Sale 1822 18 £6 7 G 
Gippsland .... .. Wonthaggi 141} 44 £1211 0 
Glenelg .. .. .. .. Hamilton 1634 22 £7 2 4 
Goulburn .. .. ..... Shepparton 158 25 £7 18 3 
Loddon .. .. .. .. Bendigo 145} 35 £10 7 3 
Se 6 ak xe oe od Se 3214 26 £14 4 5 
Port Phillip .. .. .. Melbourne 45 656 £5912 5 
Upper Goulburn .. Benalla 1664 16 £5 5 6 
Upper Murray .. .. Wangaratta - 1904 21 £7 11 5 
Wimmera .. ...... Horsham 18343 21 £7 10 0 
Sa .. «- 1000 ewt. 
Total main line rate + outa Pec eee 
TABLE III 


VICTORIAN REGIONS 
Aggregate Main Line Transport Costs of 1,000 cwt. of Sheets. 
Region of Manufacture: 


Port Phillip (Melbourne) .. .. .. .. .. .. £8614 1 
Barwon (Geelong) .. .. . é4 8a ae lead 
Central Highlands (Ballarat) os be os us: a ee 
Legaen (Bemdigs) .. .. .. .. 2. tse te Se HS 
Gippsland (Wonthaggi) .. .. .. .. .. .. .. £24516 1 
Goulburn (Shepparton) .. .. .. .. .. .. .. £247 311 
Upper Goulburn (Benalla) .. .. .. .. .. .. £29117 8 
East Gippsland (Sale) .. .. .. .. .. .. £820 1811 
Glenelg (Hamilton) . ie 0e cote 40 ee 
Corangamite (Wirrnaabesl) is Oh os. os a0 ee 
Upper Murray (Wangaratta) .. .. .. .. .. £886 7 8 
Wimmera (Horsham) .. .. .. .. ..,.. .. S68 1 6 
Mallee (Mildura) .. .. .. .. .. .wittow.,. 2G @ 


To the question that a prospective manufacturer would ask: 
“What site for my factory will make the aggregate transport costs on 
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my products the least?’’—it is clear that the answer is Melbourne. 
It has a total main line transport cost of £86/14/1, contrasted with the 
next lowest, Geelong, with £151/15/-. The explanation is not far to 
seek. The population centre in which production takes place has no 
main line transport costs. Melbourne takes 66 per cent. of production. 
Locate your factory in Melbourne and you avoid main line transport 
costs on 66 per cent. of your finished articles. 

It is to be noted, moreover, that should a manufacturer decide 
not to compete in the Melbourne market, and to produce with a view 
to sale only in rural areas, Melbourne would still be the lowest cost site 
for that purpose. Take the Geelong position for instance (table II). 
If a Geelong manufacturer did not sell in Melbourne, the main line 
cost of carrying 344 ewt. of sheets to regions other than Port Phillip 
(Melbourne) would be £151/15/- minus £59/12/5, and that is £92/2/7. 
This is still slightly above the main line costs of carrying 344 ewt. of 
sheets from Melbourne to the other regions, a figura of £86/14/1. 

Now, although the locational advantage is with Melbourne on 
the question of main line costs on finished products, it does not neces- 
sarily follow that Melbourne will be the answer to the widest form of 
the question with reference to all costs—what is the site with the 
estimated aggregate cost at a minimum? Transport costs are only a 
small percentage of total costs. Sheets, for instance, are in the group 
with the lowest percentage of transport costs to value; that is, about 
2% of the total costs, but this percentage varies with the length of haul, 
Some manufactured and semi-manufactured goods go as high as 12%, 
while on agricultural produce and raw materials the percentage of 
transport rates to total costs is somewhat higher, ranging in some 
cases to 40%. The site of production of these latter is relatively fixed 
by soil and mine fertility conditions. The assessment of tha locational 
pull of non-transport aspects on the siting of secondary industry is a 
matter for a similar type of analysis on those other aspects, which for 
our immediate purpose were assumed not to give any advantage as 
between alternative regions. 

Although actual costing in any particular case is the only exact 
way, it may be useful to consider the probabilities if the assumptions 
are eliminated. On the question of transport rates on raw materials, 
any advantage that a rural area might have through not having to 
pay transport charges on raw materials produced in its area would 
be outweighed by the disadvantages arising from higher transport 
charges on the finished. products since the railways rate manufactured 
goods higher than primary products. 

The rates that were taken in the example were railway class rates. 
The locational advantages of Melbourne are so strong from the aspect 
of absence of main line hauls, that the conclusions would not be 














1951 


affect 
taken 
the ac 
migh' 
charg 
rates, 
other 
with 
, 
toria, 
refer 
at th 
thinl 
on tl 
Glen 
don 
gara 


is C0 
with 
for | 
to ra 
tage 


are | 
diffe 
of le 
of si 
seen 
adv: 


obte 
but 
is § 
site 
tho: 
to i 
bus 
tior 
elu 
life 


in | 
sho 


a a re a. Pee Ww OB ss @& = @& 


- 


we st F|FE PS e P, f 


-~— Be or 


—_—S_ Tr eS SY 








1951 LOCATION OF INDUSTRY 235 


affected if road and railway ‘‘special’’ and concession rates were 
taken, which, if lower than the rate used in the example would reduce 
the advantage of Melbourne, but not abolish it. In order that a region 
might gain equality with Melbourne, with reference to transport 
charges on finished products, it would require, not merely concessional 
rates, but zero rates to Melbourne itself, with concessional rates to the 
other regions to make allowance for Melbourne’s locational advantage 
with respect to those regions. 

The above example was worked out with sole reference to Vic- 
toria, but the size of the locational advantage of border regions, with 
reference to nearby regions in other States, would not be very great 
at the present time, since border regions in all adjoining States are 
thinly populated. To allow for this would have no significant effect 
on the size of the disadvantage shown by border regions, such as 
Glenelg (Hamilton), Wimmera (Horsham), Mallee (Mildura), Lod- 
don (Bendigo), Goulburn (Shepparton), Upper Murray (Wan- 
garatta), and East Gippsland (Sale). 

The relative locational advantage of close access to raw materials 
is coupled with transport rates on these raw materials, and is dealt 
with above. Certain activities, such as fruit canneries, may be suitable 
for location near the sources of fruit supply, but in general, closeness 
to raw materials does not make a serious reduction in the other advan- 
tages of siting near the large city. 

On the aspect of availability and cost of labour, since wage. levels 
are uniform within narrow limits throughout Australia, the wage cost 
differential is not likely to favour any area. Availability of supplies 
of labour power may condition to some extent a manufacturer’s choice 
of site, but the advantage in supplies of labour in the country does not 
seem sufficiently large to be a determining factor at the expense of the 
advantages of the metropolitan area. 

Similarly with the cost of sites. Land sites are more readily 
obtainable and land values are lower in rural areas than in Melbourne, 
but it is unlikely that the advantage over Melbourne’s outer suburbs 
is sufficiently large to make the cost structure favour the provincial 
site. Finally, in addition to measurable comparative costs, there are 
those intangible advantages which make the large city so attractive 
to intending manufacturers, such as close proximity to an established 
business environment, and to the facilities provided by trade associa- 
tions and other commercial enterprises, close proximity to the best 
clubs and hotels and those other aspects of the modern business man’s 
life. 

In view of the fact that the concentration of secondary industries 
in the large cities continues apace, and in the light of the tendencies 
shown; by this transport cost analysis, it is evident that, for industrial 
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concerns, which have to rely on sales in the national market (in a 
State sense), the locational advantages of the metropolitan area tend 
to be much greater than the inducements so far offered by Govern. 
ments and others for industries to be settled in rural areas. On the 
transport side for instance, concession rates would not be sufficient 
if any rate at all means a disadvantage. 

Those regional industries are in the strongest position which 
produce for a local domestic market, for this local market is protected 
to some extent from competition from the metropolitan area by high 
freight rates on manufactured commodities. As these regional 
domestic industries develop, local population increases and new large 
consumption centres grow. Probably the most fruitful avenue of 
regional development lies in adding artificial advantages to the 
locational advantages of industries producing for local sale, in order to 
counterbalance the economies of large-scale production enjoyed by 
metropolitan firms and which enable them to compete with local indus- 
tries in spite of high freight rates. 

However, whatever type of industry it is decided to encourage in 
rural areas, it is useful to remember that the theory of interregional 
trade is similar to the theory of international trade, with the same 
type of implications arising from different comparative costs. The 
‘‘Infant Industries’? argument can be used in connection with 
regional industries. Import Duties and Bounties are the techniques 
for stimulating industrial development within national borders. The 
equivalent methods for stimulation of industrial development within a 
region would be a Production Tax on goods produced in the metro- 
politan area or Subsidies on goods produced in the region that it is 
desired to develop. A Production Tax on the metropolitan area does 
not appear practical politics. If Subsidies (and concessions of various 
kinds) are to be used, they must be of sufficient amount to offset the 
existing locational disadvantage in comparative costs. 


JOHN H. REEVES. 
Melbourne. 


BALANCE OF PAYMENTS YEARBOOK 1948 AND 
PRELIMINARY 1949.2 


The International Monetary Fund must be commended upon 
this excellent series of Balance of Payments Yearbooks (of which 
the present edition is the second). Detailed global estimates are 
given for 58 countries, and regional estimates are now shown for 
many countries, together with interesting statements of the balance 
of payments of Europe and of Latin America with the rest of the 


1. (International Monetary Fund, 1950) pp. 428. 
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world. No attempt has been made to present the balance of pay- 
ments of the sterling or dollar areas with the rest of the world. 

The Fund has obviously been most successful in encouraging a 
new interest in balance of payments estimates. Most countries have 
made creditable attempts to produce regional estimates, and, in many 
eases, there is also clear evidence of a concerted attempt to improve 
the detail in the global estimates. 

If the process of education and awakening of interest can be 
continued, the Fund will eventually approach the ultimate dream 
of the jig-saw statistician, who is a product of the post-war alpha- 
betical era, ie. a regional balance of payments of the world showing 
detailed bilateral balances between every possible- pair of countries— 
with an overall total of zero. 

While this goal is apparent in the global and regional tables, 
it is not so apparent in the statements of ‘‘compensatory official 
fnancing’’. This concept goes beyond the traditional idea of a 
balance of payments on current and capital account to a classifica- 
tion of transactions according to whether or not they are induced 
by balance of payments considerations. Those which are not so 
induced include all current account items, except certain unilateral 
transfers, and all capital account transactions of a contractual 
nature. The main difficulty is the classification of a country’s 
“official financing’’ into ‘‘special’’ (i.e undertaken irrespective of 
the balance of payments situation) and ‘‘compensatory’’ (all other 
transactions). 

It is not particularly difficult to describe this official financing 
in general terms, indicating those transactions in which an element 
of compulsion is involved (e.g. sinking fund payments on debt domi- 
ciled overseas), those which are influenced by balance of payments 
surpluses or deficits (e.g. Marshall Aid) and others which may be 
anywhere between the two limits, their motives possibly varying from 
year to year, and, in some cases, only their size being determined by 
balance of payments considerations. It is when the Fund attempts to 
show these transactions in tabular form that the trouble starts. As 
a transaction may be ‘‘compensatory’’ for the debtor country and 
“non-compensatory’’ for the creditor country concerned, the ideal 
of a world statement adding to zero cannot be achieved, and the 
Fund’s tables showing compensatory official financing for complete 
regions are of dubious value. 

The following three examples illustrate some of the complica- 
tions involved :— 

(a) U.N.R.R.A. contributions are classified as ‘‘special’’ 
official financing for all countries except United States 
and Canada because it ‘‘seems evident that the United 
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States and Canada contributed to U.N.R.R.A. in full 
consciousness that it would help to finance the necessary 
post-war surplus in their balance of payments’’ (p. 24), 
Surely some other countries could be credited with similar 
prescience ! 

(b) The Fund justifies the treatment of the 1946-47 gift of 
£A25 million from Australia to the United Kingdom as 
‘“snecial’’ financing, and the 1948-49 gift of £A10 million 
as ‘‘compensatory’’ by analysing the published motives 
for these gifts (see p. 57). One wonders, however, whether 
the motives for the gifts were so dissimilar that the 
amount of one, but not the other, would have been the 
same whatever the balance of payments situation. 

(c) In the case of Australian loans domiciled in London, the 
Fund is posed with a knotty problem. These loans may 
be wholly or partly redeemed, repatriated or converted 
any time between the earliest and latest maturity dates, 
depending on conditions in the London market, the eur- 
rent balance of payments situation, the level of intern- 
national reserves or merely the current trend in govern- 
ment policy. It is impossible to impute motives in every 
ease, and the Fund treats all of these London operations 
as ‘‘compensatory’’, although, possibly, some might better 
be classed as ‘‘special’’. (In the first Yearbook these 
transactions were all treated as ‘‘special’’.) 


These are merely a few of the examples which are applicable 
to the Australian estimates, and one is forced to the opinion that 
the confusion is not so much in the transactions themselves as in the 
Fund’s desire to segregate them into two rigid classes. 

The tabular presentation cannot show the effects of variations 
in exchange control, nor does it measure the results of export drives, 
etc., undertaken by numerous countries because of their balance of 
payments troubles. 

On the whole, the Fund appears to be in danger of destroying 
the value of a very useful concept by regimentation, which permits 
of only two types of official financing, instead of preparing for each 
country a brief descriptive paragraph which would be quite simple 
to comprehend and which would not be confused by the barrage of 
footnotes and detailed justification which obscure the present treat- 
ment. 


L. B. BRAND. 
Canberra. 
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BIBLIOGRAPHIES IN THE SOCIAL SCIENCES. 


In recent years the output of scientific documents has made 
filing and recording for reference a heavy task for librarians. In par- 
ticular, the co-ordination of existing services—bibliographies, 
abstracts, journals and governmental reports—has become very 
urgent because of the complex nature of the publications involved. 
Compared with the natural sciences, ‘‘the documents themselves are 
more varied and scattered, means of locating and using them are 
fewer, less systematically conceived and very rarely co-ordinated 
with each other, and they in no way provide satisfactory coverage 
of the whole field of the social sciences in all its variety of languages 
and subjects’’. It has become such a serious problem that UNESCO 
has made the study and improvement of social science documentation 
a main feature of its current programme. In conferences at 
UNESCO House, Paris, in November, 1949, preliminary steps were 
taken to review the problem of resources and services for documen- 
tation, and a committee was appointed to produce a series of papers 
on the general and special problems in the various fields of publica- 
tion. These papers and a useful introduction have now appeared 
in UNESCO Publication No. 798, entitled Bibliographies in the 
Social Sciences: A Selected Inventory of Periodical Publications, 
which represents an excellent chart of the course which must be 
followed. It is bound to find its way very quickly into the hands of 
every teacher and most advanced students of any of the social 
sciences. Work has already begun upon the practical problems of 
organizing the running record of publication, and further meetings 
of the Committee for Documentation were held at UNESCO House 
in December, 1950, and March, 1951. 

G.L.W. 





REVIEWS 


The Conditions of Economic Progress. By Colin Clark (Macmillan 

& Co. Ltd., London, 1951). Second Edition, Completely Rewritten, 

Pp. xiii + 584. 50/- stg. 

The first edition of this book is already. a classic. With its pre- 
decessor National Income and Outlay, and its successor The Economics 
of 1960, it has informed: the economic thought of our generation to an 
extent surpassed probably only by The General Theory. The Keynesian 
formulation of the Principle of Effective Demand was itself influenced 
by Mr. Clark’s earlier work. When Treasurers expound their budgets, 
they do so these days in terms of national income accounts, in whose 
ancestry Colin Clark is featured much as Queen Victoria in the Royal 
family trees of Europe; their critics quote Colin Clark whenever they 
are at a loss for the appropriate maxim from Adam Smith. In Aus- 
tralia, we take comfort as commodity markets drop from Mr. Clark’s 
predictions of the terms of trade in 1960. Above all, the rising 
economists of Latin America and Asia thumb the pages of The Condi- 
tions of Economic Progress for clues to the laws of income growth and 
capital accumulation, or the long-run trends in the industrial distribu- 
tion of labour, production, and demand: not always finding exactly 
what they seek, and not always interpreting correctly what they find, 
but knowing that Colin Clark alone dares to offer himself as guide 
through the foothills and uplands of economic development where the 
more fortunate countries have climbed and stumbled in centuries of 
trial and error. 

For a truly kindred spirit, and a view of economic progress as 
broad and pragmatic as Mr. Clark’s, we must go back to Robert 
Malthus, who also combined rash, but illuminating, generalizations 
with an indefatigable search for supporting empirical data. The 
malicious may go on to suggest that some who, like Mrs. Martineau, 
really need ear-trumpets, seem to hear Mr. Clark all too well. 

The new edition of The Conditions of Economic Progress is nearly 
twice as long as the original version of 1940, the extra space being 
taken up mainly by a vast new collection of figures, facts and fancies. 
In the meantime, what is in effect a third edition, has been appearing, 


serialized in the Review of Economic Progress, published by the, 


Queensland Bureau of Industry. This is now showing signs of going 
back over its tracks and becoming even a fourth edition. It is 
admirable and probably unprecedented that we should be kept s0 
thoroughly up-to-date with the products of research in ever-extending 
fields. But the accumulation of data seems to hide the freshness and 
originality of the theses which Mr. Clark advanced in 1940. As 
Bonar said of the 1803 edition of Malthus’s Essay, ‘‘His chapters 
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cease to be old without becoming new’’. No doubt this is of the nature 
of second editions. 

Those who expect Mr. Clark to lead them on an exhilarating 
paperchase, with false trails and breathless pursuits, will still not be 
disappointed. The cryptic references and explanations, the parity 
accorded to good and bad figures, the pervading spirit of inconse- 
quential omniscience—these are hazards of the game, which the true 
student will quickly learn to recognise and enjoy.! 

Those who find such tricks irritating should be prepared to put 
up with them in return for the extraordinary amount of ground which 
Mr. Clark covers (from the seventh century B.C. to the present, from 
China to Peru), and the incredible zeal, diligence and liveliness of his 
performance. 

Where, after all, Mr. Clark is leading us is not yet entirely clear. 
Like Keynes’ famous comparison of the two Queens, quantitative 
comparisons of real national products and price-levels may be mean- 
ingful, although mathematically imprecise, if they belong to a common 
universe of discourse—for instance, if they are comparisons in one 
country over one year or even sometimes over ten. But do Mr. 
Clark’s comparisons of real product between China and U.S.A., or 
between eighteenth and twentieth century England, really add any- 
thing to the impressions we may gain from books of history or travel, 
or from studies of the production or consumption of individual com- 
modities? Would they mean anything at all apart from those impres- 
sions ? 

The conceptual difficulties are twofold. First, there is the inevitable 
arbitrariness of what is counted as real product (or material welfare) : 
if Mr. Clark must double or treble his measure of Chinese real product 
to allow for the services represented by the American margin between 
farm and retail price, which are not needed or not commercially per- 
formed in China, why not impute also the equivalent of transport 
services for American urban commuters, the services of psychiatrists 
which peasants do not need, or, the television sets which in China are 
unnecessary as symbols of social standing? Secondly, within any 
definition of real product, there are the equally inevitable ‘‘index 
number problems’’ which result from the attempt to make description 
manageable by speaking of a collection of different things as if they 
were all the one thing. These difficulties are, of course, present in 
some degree even in the most ‘‘adjacent’’ output and price-level com- 
parisons. The question is whether many of Mr. Clark’s far-flung 


1. One of the more dangerous new pitfalls is on pages 393-4. The coefficients shown 
on the regression lines of the diagram are evidently not “income elasticities of demand for 
imports”, as the text suggests. Some of them appear to be absolute gradients (“marginal 
propensities to import’), although this hypothesis is not plausible in every case. It is 
surely not true that U.S.A. imports are of “more or less constant volume, whatever the 
change in income”. (If the U.S.A. coefficient of .048, as shown, is a “marginal propensity”, 
it would correspond with a mean elasticity considerably greater than one.) 
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comparisons do not strain the use of language to the point where he is 
asking us to contemplate, ‘‘in addition to all the visible and tangible 
animals, an animal as such’’. 

The key to these conumdrums may be found in the fact that the 
conceptual difficulties (in Keynes’ words) ‘‘have no relevance to the 
causal sequence of economic events, which are clear-cut and deter- 
minate in spite of the quantitative indeterminacy of these concepts’’, 
If our enquiries into the laws of economic progress seem to raise 
empirical issues touching the réle of chain stores and television sets 
amongst Chinese peasants and eighteenth century cottagers, then 
perhaps we are making the wrong enquiries. On the other hand, any 
generalization whatever regarding the significant relationships in- 
volved in the causal sequences of economic development will be subject, 
almost by definition, to some degree of statistical approximation and 
‘‘index number’’ arbitrariness. The problem will be open to solution 
only if it can be formulated theoretically in such a way that the errors 
of the cognate empirical investigation can be kept within reasonable 
bounds—e.g. if it can be shown that the relevant comparisons are 
adjacent or short-period ones, which may link themselves into a long 
historical chain, but which never require any meaning to be attached 
to apparent quantitative relationships between distant links. 

It is Mr. Clark’s great achievement that—despite a formal 
reluctance to part with irrelevant ‘‘welfare’’ notions—he has realized 
that, just as the empirical concept of a more or less stable consumption 
function was the foundation of a useful short-run theory of effective 
demand and employment, so the establishment of some major en- 


pirical regularities of behaviour is the first step towards a fruitful, 


theory of long-run economic development; and that almost single- 
handed, he has carried the search far enough to suggest. several of the 
elements which are likely to be most important in such a theory. 
The majestic structure of the theory as a whole has not yet been, built, 
although in The Economics of 1960 Mr. Clark himself has set up 
what may prove to be a very useful piece of scaffolding. 

The next task, I suggest, is to re-examine both theory and statis- 
tics from the point of view very loosely and vaguely hinted at in the 
preceding paragraph. This re-examination should take as its starting 
point Mr. Clark’s works, along with Mr. Harrod’s Towards a Dynamic 
Economics and Mr. Rostow’s British Economy of the Nineteenth 
Century, nor should Marx and Schumpeter be forgotten. In principle, 
the immediate work to be done is probably an extension along the 
time-dimension of the work on the transition from micro- to macro- 
economics which has recently appeared in Econometrica in a mathe- 
matical form and with a short-period reference. But whereas the 
short-period problem may yield well enough to an orthodox theore- 
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tical and statistical approach, the long-period will almost certainly 
have to be considered from the outset in terms of a stochastic process, 
and in a historical context. Which is merely to say that not even Mr. 
Clark can write history in advance. 

TREVOR SWAN. 


The Dynamics of Business Cycles. By Jan Tinbergen and J. J. 
Polak (Routledge & Kegan Paul, London, 1950). Pp. x + 366. 
25/- sterling. 


This volume is the English edition of Professor Tinbergen’s 
Economische Bewegingsleer, published in the Netherlands in 1942. 
Its subject matter is in fact wider than the title suggests, for it is 
concerned primarily with the explanation, by means of economic 
theory, of the typical movements over time of economic aggregates. 
It is not limited to the treatment of cyclical fluctuations, although these 
do obtain; most attention. 

The book opens with a discussion of the types of movement which 
economic magnitudes display. Trend,. cyclical, seasonal and random 
movements are discussed. The treatment is descriptive rather than 
analytical. Then follows a theoretical explanation of the different 
types of movement, opening with a discourse on statics and dynamics, 
and the concepts of exogenous and endogenous variables and struc- 
tural relations. Special attention is paid to cyclical fluctuations. In 
the section dealing with these, four numerical models are given. These 
models express national income at time ¢ in terms of national income 
at earlier periods via certain familiar structural relations. The first 
two involve the multiplier, the third adds what is in fact the acceler- 
ator, and the fourth is adapted from Kalecki’s model in his Essays 
on the Theory of Economia Fluctuations. The third part of the book 
is concerned with policies to stabilize business cycle fluctuations. 

The main theoretical conclusion which Professor Tinbergen draws 
can be summarized as follows. Between economic variables there exist 
certain structural relations, e.g. the relation between consumers’ 
expenditure and disposable income earned some little time previously. 
These relations are precisely defined only when the values of the 
numerical coefficients entering into them are known, e.g. the marginal 
propensity to consume. When the economic system is subjected ta an 
exogenous random shock at time ¢t, this sets in train a systematic 
movement over time subsequent, to t, due to the lack of instantaneous 
adaptation of the economic system to the shock. The Hicks trade cycle 
model is an example of this. The pattern of the systematic movement 
depends not only on the form of the structural relations (e.g. whether 
linear or how lagged), but also on the values of the numerical 
coefficients entering into them. Furthermore, at times subsequent to t¢, 
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other random shocks will occur and their subsequent effects will be 
mingled with those of the earlier shocks. Consequently every eco- 
nomic variable may be regarded as the weighted average of all preced- 
ing shocks, the weights being determined by the numerical coefficients 
of the structure of economy. This has important implications. In the 
first place it is impossible to give a purely qualitative explanation of 
the business cycle. The same structural relations, when subjected to 
a random shock, will yield different sequences according to the num- 
erical values of the coefficients involved—in particular the period of 
the cycle (if any) and the degrees of damping and anti-damping will 
differ. Consequently only a mathematical approach is satisfactory. 
Secondly, the statistical technique, frequently used, of trying to 
express economic movements as the sum of a systematic and a random 
component is invalid. For although there may occur a random shock 
at time ¢ which can be isolated, the systematic component is itself the 
result of random shocks prior to ¢t. Similarly it is not valid to try to 
separate out a trend component. Only if there were independence 
between the various components, in the sense that the cyclical com- 
ponents were unaffected by the trend movement, and the random 
shocks had consequences only at the time at which they occurred and 
not later, would an addition of components be valid. Thirdly, it is 
proper to consider an economic variable as the sum of a number of 
random components projected from the past, but not as one random 
component occurring currently. From all this Professor Tinbergen 
concludes that the cyclical movement in economic time series is in 
part a really cyclical phenomenon in the sense that it is the result 
of the economic structure’s treatment of random shocks and in part a 
random succession of increases and decreases; that successive cycles 
are not entirely separate; and that the cyclical movement can be 
explained as a whole and recourse to separate explanations for the four 
phases is not necessary. 

One point of detail which should be of current interest may be 
mentioned. Professor Tinbergen lays a good deal of stress on the 
importance of speculative income as affecting expenditure. Such 
income, for example, arises through the lag between the purchase and 
use of stocks or through profits made on the purchase and sale of 
stock exchange securities in times of rising prices. The movement in 
prices can be largely explained by the movement in national income, 
so that current income as seen by spenders contains an element which 
is due to the rate of increase of national income some short time pre- 
viously. It may be pointed out that this results in an effect analogous 
to that of the acceleration principle. 

On the policy side, Professor Tinbergen, while examining most 
of the usual suggestions, places most faith in compensating govern- 
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ment expenditure. But he would like to see the budget balanced over 
the cycle, and is a little chary of the creation of money by govern- 
ments. It could hardly be said, therefore, that he is a follower of 
functional finance. However, there is one difficulty with compensating 
government expenditure which this reviewer feels is very often over- 
looked, namely that it may not be nearly as flexible as many eco- 
nomists have formerly believed—particularly in the downward direc- 
iton. Compensating government expenditure is probably not so 
simple as it sounds. 

The Dynamics of Business Cycles is an unusual book. It contains 
an unusual, but by no means unwelcome, mixture of theorizing and 
empiricism—no doubt due to the econometric basis, which, however, 
is seldom allowed to peep through. It is not a particularly easy book. 
The preface states quite clearly that the reader is assumed to have 
mastered economics. It is neither a comprehensive treatment of busi- 
ness cycle theories, like Haberler’s Prosperity and Depression, nor the 
exposition of a particular theory like Hicks’ Trade Cycle. It is rather 
a well-illustrated method of approach. For this reason alone it 
deserves most careful study. It is completely non-mathematical, and 
does not contain even the simplest identity in symbolical form. This 
is a disadvantage. Some of Professor Tinbergen’s results must be 
taken for granted, and a good deal of difficult verbalism might have 
been replaced by quite elementary mathematics. To have eschewed 
mathematics so completely in a book in which one of the major con- 
clusions is that non-mathematical treatment of some economic move- 
ments is not possible, seems rather strange. ; 

P. H. KARMEL. 


Economic Fluctuations in the United States, 1921-1941. By Lawrence 
R. Klein. (Cowles Commission Monograph No. 11. J. Wiley 
& Sons, Ine. 1950). Pp. ix + 170. $4.00. 


The theoretical publications of the Cowles Commission have 
tended to obtain for themselves a reputation for being difficult to 
read, abstract, and addressed to a small circle (at least outside the 
US.A.). But Klein’s book is none of these. The title is unfortunate. 
The more significant facts of the book discuss, in relatively simple 
terms, the problems of building models of the economic system and 
the problems of determining the parameters of those models. That 
the method is applied to twenty-one years of the experience of the 
U.S.A. is relatively unimportant. 

The first chapter discusses the concepts and techniques used in 
building economic models. The second discusses the economic theory 
underlying the models. This is simple and classical. Households 
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(consumers) seek to maximize their utility, business firms (producers) 
seek to maximize both their utility structure and their profits. We have 
also certain ‘market’ equations relating to the price and output adjust- 
ments that result from the interaction of our two groups. 

These two chapters prepare the reader for the empirical work 
to come. Three models are examined and quantified. The first is a 
very simple one from the economic point of view. It has only three 
‘structural’ equations, and three ‘definitional’ equations, it sacrifices 
considerable details of economic behaviour in order to highlight the 
statistical problems, and relative merits of determining the coefficients 
by ‘maximum likelihood’, ‘reduced form’ or classical ‘least squares’ 
methods. The theoretical statistical problems involved have already 
been discussed in an earlier Monograph of the Cowles Commission 
(Statistical Inference in Dynamic Economic Models—Koopmans), 
reviewed elsewhere in this journal, and the current discussion assumes 
some knowledge of this work. There is no guidance on computing the 
estimates of the parameters by the newer methods, though this is 
promised. But the discussion of-the relative virtues of the three 
methods in the very simple, but manageable, first model is clear and 
instructive. 

The second model is primarily designed for ‘forecasting’ rather 
than determining structural equations. This second model is just 
‘identifiable’; the least squares regression provides an unbiassed esti- 
mate. The limitations on the models for which this relatively simple 
statistical technique is adequate are made clear. 

The third model formulates a complete aggregative model for 
which the first and second chapters were preparatory. The places of 
taxes in the model of the business firm’s behaviour, and the treatment 
of housing as a separate section, will be of particular interest. We 
end with twelve equations in twelve endogeneous and twenty-eight 
exogeneous variables. The set of equations is such that the system 
is identifiable, but, the small number of years (21) for which the data 
are available makes it desirable to use the ‘reduced form’ approach. 

The final chapter discusses the adequacy of official U.S.A. statis- 
tics for the purposes of quantifying the various models, and though 
many of the points are of general importance, will be of less signifi- 
cance to the general reader. 

The final impression is that the book is important in two ways. 
It provides a very clear and able exposition of recent, though not 
always the most recent, economic theory written in simple mathema- 
tical terms. It also illumines the discussion of statistical estimation 
that has in the past been carried out at a theoretical level only. In 
both ways the book shows Klein as a clear thinker and able expositor. 
At the same time one gets the impression that the book, which had 4 
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long gestation period, still is only in the nature of a progress report. 
But for those of us outside the U.S.A., progress reports are eagerly 
awaited. 

R. 8S. G. RUTHERFORD. 


National Income and Social Accounts. By R. I. Downing (Mel- 
bourne University Press, Melbourne, 1951). Pp. 58. 5/-. 


Personal Income of Western Australia. By A. M. Kerr (The Uni- 
versity of Western Australia; Perth, 1951). Pp. 107. 7/6. 


The two studies which form the subject of this review are 
developments from different points of view of the bare bones of the 
official estimates of Australian national income and expenditure pre- 
sented each year with the Commonwealth Budget. Mr. Downing’s 
study is concerned with the basic principles and uses of social 
accounting analysis, while Mr. Kerr’s estimate of the part of per- 
sonal income accruing to Western Australia follows Mr. H. J. 
Goodes’ pioneering work in this field and throws considerable light 
on the basis of the official estimate for Australia. Although both 
studies are closely connected with the official estimates, each makes a 
number of original contributions to the theory and practice of 
social accounting. 

Mr. Downing’s purpose is to describe in simple terms the basic 
concepts of the social accounting approach and to show how these 
concepts can be elaborated and their magnitudes estimated so that 
the social accounts become a basic tool for economic policy. His 
development is along income and money flow lines, and culminates 
in a chart of the transactions in the economy which seems to have 
more meaning than most of the charts of this nature which have been 
prepared by other workers in social accounts. The discussion of the 
scope and sources of national income measurement is brief and clear, 
but perhaps lays too little emphasis on the changing relative impor- 
tance of non-monetary services over the long-period and on the 
virtual impossibility of obtaining accurate figures for the accounts 
of the host of small enterprises which neither keep books nor under- 
stand accounting concepts. The study concludes with an illustration 
of the policy use of social accounts and an admirable summary of 
significant figures and their relationships. 

Mr. Kerr prefaces his estimates of personal income in Western 
Australia for 1941-42 to 1947-48 with a brief survey of the social 
accounting approach and a discussion of the meaning of personal 
income in a social accounting context. Personal income is perhaps 
the most significant social accounting aggregate for regional estimates 


within a given monetary area, since the meaning of net product of a 
D 
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region is obscured by the problem of determining where to place the 
income generated by inter-regional sales. The estimates for each of 
the five main components of personal income are supported by 
appendices giving full detail of the sources and methods used and 
the significance of the movements revealed is discussed. It will be 
noted that Mr. Kerr’s estimates are somewhat higher than thoge 
published in the most recent national income budget paper. The 
discrepancy lies almost entirely in the estimate of costs to be deducted 
from gross value of rural production in order to arrive at income 
of farmers; recent cost of production surveys having indicated that 
miscellaneous costs are appreciably higher than was previously 
thought. 


H. P. BROWN. 


Readings in the Theory of Income Distribution. Edited by W. 
Fellner and B. F. Haley. (First English edition.) (Allen and 
Unwin, 1950.) Pp. xvi + 718. 30/- stg. 

Readings in the Theory of Income Distribution is the third col- 
lection in the ‘‘Blakiston Series of Republished Articles on Eeo- 
nomies’’ selected by committees of the American Economic Associa- 
tion with, the aim of assisting graduate training and correcting exces- 
Sive specialization by professional economists. To review any such 
collection of related economic papers is difficult because the subjec- 
tive element of choice may vary considerably between editors and 
reviewers; but in this case review is made easier by the fact that the 
present volume is the first English printing of a work originally 
published in the States in 1946, and this English -publication is evi- 
dence of the degree to which economists have already admitted its 
usefulness. 

There can be little question of the value of the book in general; 
the established importance of a large proportion of the papers 
contained in it makes this clear. The basis of the choice is the only 
way in which such a book could be criticised, and such criticism must 
take into account the personal views and backgrounds of the editors, 
and the social and economic institutions of its place of publication. 
An attempt will be made to assess the signifiance of the choices, but 
such an attempt is clearly subject to the same qualification. Never- 
theless, some such attempt must be made, for the effects of such 
choices are important. The status of any paper selected may be 
raised from that of a mere periodical article read by few, and this 
may sometimes give a recognition scarcely deserved; while articles 
passed over may automatically find deeper obscurity, since the exis- 
tence of such collections tends to decrease reference to source articles. 
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The first aspect of choice refers to the field of study itself. 
Theory of Income Distribution is important partly because it is 
extensive; one’s personal estimate of its meaning could extend it to 
include the majority of economic studies. The previous two volumes, 
dealing with the Theory of International Trade, and Business Cycle 
Theory, respectively, each covered a considerable field and yet was 
far more precisely limited than this present volume. There is always 
a danger that when a subject becomes too wide its treatment be- 
comes either generally shallow or else selectively unbalanced. The 
work considered is certainly not shallow, but its balance calls for 
some examination. 

Its first section consists of papers defining the broad pattern of 
the subject. National income is considered in relation to economics 
generally and to distribution in particular; and the technique of 
measuring distribution patterns is demonstrated. There follows a 
group of papers concerned with aspects of the productivity theory 
of production to provide the basis of the whole book and at the 
same time to break down the study into the separate elements 
examined in vacuo in the rest of the book—the elements of wage, 
interest, profit, and rent theories. One feels that while the theory 
of distribution tries to maintain the relationships between these 
parts, later papers refuse to regard it. This cannot be considered 
an editorial failure; it is mainly the result of theory’s uneven pro- 
gress on different fronts. Indeed, the introduction points out that 
weakness is inevitable in view of the gap in marginal productivity 
theories due to lack of study of supply aspects of labour. 

In general, admitting this shortcoming, it is difficult to see 
how the editors, having accepted the over-wide field, could much 
have improved upon their broad plan of approach. There may be 
surprise, since the subject relates in so many ways to welfare eco- 
nomics, at the little recognition given to notable contributions made 
by welfarists. However, it must be admitted that their inclusion 
would have still further widened a field already dangerously wide. 

Having selected the general plan and the topics related to it, 
the editors then faced the harder choice of the most suitable papers 
for each topic. This involved choosing between papers making a 
notable contribution, but having an emphasis not clearly conforming 
to the selected pattern, and others of inferior standard, with a more 
obvious emphasis. At times it appears that the editors regrettably 
chose the latter. One doubts, for example, if the value of G. F. 
Bloom’s ‘‘Reconsideration of the Theory of Exploitation’’ deserved 
the thirty odd pages it occupied. It is, admittedly, not an easy 
choice. The time factor complicates it. Articles included spread 
in time from 1929 to 1945. How should one choose between an old, 
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well-recognized contribution that may be superseded in some minor 
points and a recent publication opening new channels, but as yet 
unsubstantiated? The criterion of ‘sticking to the pattern’ seems 
to have been followed for the most part. It may be that this helps 
to explain the apparent bias which causes American sources to out- 
number English contributions by more than three to one; but a 
reviewer who comments on this may, of course, himself be accused 
of bias ! 
WILFRED T. DOWSETT. 


Statistical Inference in Dynamic Economic Models. Edited by T. C. 
Koopmans. (Cowles Commission Monograph No. 10, J. Wiley 
and Sons Inc., 1950.) Pp. xiv + 438. $6.00. 


This is a very difficult book to review. It is a very difficult book 
to read. The reviewer can only claim to have raked over the very 
top surface of the ground it lays out for survey. Clearly the topics 
it deals with are important. Of that we have long been aware. But 
equally clearly the mathematical training it demands of its readers 
is one well above that of the run-of-the-mill-economist (or statistician), 
even with a reasonable amount of formal mathematical training. The 
pure mathematician will find much in the book that is new and signifi- 
cant, the economist (at least in its Australian form) will shudder at 
the symbols to be found on almost any page, put it aside, and hope 
that some reviewer will tell him in simple language what it is all about. 
That function the present reviewer finds it very difficult to fulfil. 

Marschak sets out in the first chapter the purpose of the book. 
The major difficulties facing the economist attempting to forecast the 
effect of structural change in the economy are due to his inability to 
control variables and isolate relations in a situation in which his data, 
produced by the existing economic system, are only observable in a 
series of simultaneous relationships between random (stochastic) 
variables, when the parameters of the relationship themselves are sub- 
ject to random shocks, the observations of the variables are subject to 
random errors of observation (or more strictly ‘non-observation’), 
and the statistical problem is further complicated by the necessity in 
almost every case to deal with time series in which successive items 
are not independent. 

From the simultaneous and stochastic nature of the relationships 
derives the necessity for a ‘reduced form’ with all the problems of 
‘identifiability’, and these are the subject matter of Part I of the 
book. The ‘maximum likelihood’ function approach is reasonably 
simple, and very stimulating. (The reviewer was particularly inter- 
ested in Haavelmo’s ‘Remarks on Confluence Analysis’. ) 
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The second part of the book deals with the special problems intro- 
duced by the dynamic nature of most economic models; here the 
treatment is mainly of uni-equational models. This section appears 
much simpler in its mathematics than Part I and of much more imme- 
diate application. The tests for presence of ‘trend’ and ‘seasonal 
variation’ are easy and familiar ground, while Anderson’s ‘‘Test of 
Significance in Time Series Analysis’’ is a simple application of the 
Analysis of Variance that must have found its way into many under- 
graduate courses. Hurwicz’s article on ‘‘least-square Bias in Time- 
Series’’ is stimulating, but while restricted to four observations, seems 
somewhat academic. Koopman’s contribution to the section takes up 
the problems implied in the treatment of time as a discrete variable, 
and discusses the difficulties of ‘identification’ that are involved in 
treating it as a continuous variable. The opportunity has perhaps 
been missed of discussing, in simple language, the distinction between 
‘differential’ equation models and ‘difference’ equation models. 

The ‘‘Specification of Hypothesis’’ that forms the subject matter 
of Part III is more difficult to comment on. It is an attempt, clearly 
preliminary only, to consider on what principle one can delimit the 
exogenous and predetermined variables, including in this field both 
facts of the political system and erratic variations in the structural 
equations. 

It is important to draw attention to the general purpose of this 
work. Early in the introduction Marschak writes, ‘‘ Having estimated 
the past structure, the economist can estimate the effects of varying it. 
He can thus help to choose those variations of structure that would 
produce—from a given point of view—the most desirable results. 
That is, he can advise on policies (of a government or a firm)’’. In 
the Australian context it is difficult to imagine that the economists. 
required to advise on policy formation have ‘‘estimated the past struc- 
ture’? or would have the mathematical equipment available to carry 
out the processes demanded by this study. Perhaps that is unfor- 
tunate. Perhaps it merely reflects the difference in the status of 
American and Australian economists. But what is more important is 
the emphasis placed upon forecasting the effects of changes in the 
structure. If habits and tastes, no less than economico-politico insti- 
tutions, remain unchanged, the old apparatus of forecasting, with 
certain refinements, such as confluence analysis, is still perfectly 
adequate. Itiis the possibility of change in the ‘structure’ that makes 
it necessary to obtain ‘structural’ rather than predictive relations. 

The book is difficult going, impossible for the non-mathematician, 
obscure for most mathematical economists, but nevertheless outstand- 
ing. It certainly must whet the appetite for the promised parallel 
monograph of a more expository character, in which emphasis is 
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placed on a discussion of the main ideas and techniques developed 
. .. rather than a formal mathematical proof. 


R. 8. G. RUTHERFORD. 


Introduction to the Theory of Statistics. By Alexander M. Mood 
(McGraw-Hill, New York, 1950). Pp. xiii + 433. $5.00. 


It is appropriate that the review of such a book as this in this 
journal should be approached from the viewpoint of the teaching of 
statistical methods to economics students. The principal difficulty 
in conducting courses on statistics for economics and commerce 
students is that their lack of adequate mathematical training makes 
any explanation of the theory upon which statistical methods are 
based very difficult. The result is the text-books available are usually 
concerned with an exposition of rule-of-thumb techniques, and the 
students gain little appreciation of the fundamental ideas lying behind 
the mere techniques. Actually by taking sufficient trouble and time it 
is possible to give students some idea of the principles of sampling, 
estimation and inference without requiring too great a mathematical 
facility. In such a task the teacher will find reference to the volume 
under review of substantial assistance. 

Professor Mood’s text is based on a series of lectures given to 
senior and first-year graduate students at Iowa State College. The 
only prerequisite was a one-year course of calculus (but it must have 
been a pretty solid year!). The book is a treatment of the theoretical 
basis of modern statistical methods—probability and probability dis- 
tributions, uni-variate and multi-variate sampling distributions, 
point and interval estimation, testing of hypothesis, regression and 
linear hypotheses, analysis of variance, and, finally, a chapter each on 
sequential tests and on distribution-free techniques. 

As Professor Mood claims in his preface, this is not a mathematics 
book. But it is a mathematical book, and although copious problems 
are listed at the end of chapters, there ar very few examples worked 
in the text to illustrate the application of the theoretical framework 
developed there. Thus, for example, in the chapter on sequential tests, 
which are still somewhat novel, there is no example of these tests 
applied to actual data. This is not an uncommon fault. Just as the 
non-mathematical student, in coming to a text on statistical methods, 
must often ask: from where do the techniques come? so must the 
mathematical student, on coming to one on mathematical statistics, 
ask: how are the techniques applied? 

People with a prior knowledge of statistics and some mathema- 
tical ability will find Professor Mood’s book reasonably readable and 
certainly useful. Particular reference may be made to the chapters 
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on point and interval estimation and on the testing of hypotheses. 
Courses in statistical methods are frequently deficient in omitting 
reference to such basic concepts as the principle of maximum likeli- 
hood and the two types of error. After the consideration of Professor 
Mood’s presentation and the exercise of some ingenuity, a teacher can 
rectify these omissions and present these concepts in a fairly ele- 
mentary manner. 
P. H. KARMEL. 


Keynes’s General Theory: A retrospective view. By A. C. Pigou. 
(Macmillan & Co. Ltd., London, 1950). Pp. viii + 68. 6/- stg. 


It is a significant tribute to Keynes that Professor Pigou, formerly 
one of his severest critics, should now say that whatever imperfections 
there may’ be in his working out of the fundamental conception of the 
determinants of income and employment, ‘‘the conception itself is an 
extremely fruitful germinal idea. In my original review article on 
the General Theory, I failed to grasp its significance and did not 
assign to Keynes the credit due for it’’. (p. 65.) 

However, in this book, which comprises two lectures given in 
Cambridge in November, 1949, the author warns that serious study 
and critical appraisal of the General Theory are still most necessary 
for ‘‘Keynesianism without tears is in danger of becoming a new 
orthodoxy’’. 

Professor Pigou, in his attempt at such an appraisal, insists that 
Keynes’s analysis describes what the short-term equilibrium position 
tends to be under certain given conditions. That is, it enables us to 
see how employment and income differ as between situations where 
one of the fundamental variables differs in a given degree, but it 
does not tell us how these quantities change while the system is in 
the course of movement from one equilibrium position to another. 
Hence Keynes’ positions of equilibrium, if they did tend to become 
established, would coincide with what happens in practice, only if 
changes in the basic independent variables occurred at fairly long 
intervals. This, of course, amounts to the familiar criticism that in 
spite of the advance made by the introduction of expectations in the 
form of changing ideas about the future, Keynes did not produce a 
dynamic theory capable of being directly applied to the solution of 
practical problems. 

Professor Pigou’s method of analysis is to consider first the 
implications of differences in the basic independent variables, then to 
introduce expectations in order to examine the consequences of 
changes in those variables. This analysis by the method of compara- 
tive statics follows in outline Part III of his book Employment and 
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Equilibrium, and suggests among other things that ‘‘greater thrifti- 
ness both entails less employment and also more investment’’ (page 
42), a result which cannot be reconciled with the General Theory. 
The justification given, for this contention is that ‘‘it is only through 
the fact that investment is increased that the fall in the rate of interest, 
which indirectly causes employment to contract, is brought about’’. 

This retrospective consideration of the general theory bears no 
resemblance to the original review article in Economica in 1936, and 
is achieved with a seeming air of detachment and without comment 
upon what the author calls ‘‘Keynes’s’’ misrepresentation of things 
that other people had written’’. Indeed readers will be agreeably 
surprised by the substantial amount of agreement with Keynes. 

Those who tackle this short, but difficult, book (for it is addressed 
to persons who are already well acquainted with the General Theory) 
will find that careful, reading brings its reward, for there is no doubt 
that Professor Pigou has achieved his aim of stimulating thought and 
research on a theory that is prone to be taken for granted. 


J. Me. B. GRANT. 


Social Choice and Individual Values. By Kenneth J. Arrow (Cowles 
Commission Monograph No. 12, J. Wiley and Sons, New York, 
1951). Pp. xi + 99. $2.50. 


We are in the midst of a resurgence of interest in the great debate 
on welfare economics, begun in 1912 by the Peter Pan of economics— 
Professor Pigou—a debate whose vigour is renewed from time to time 
by ‘‘unemployed’’ economists. The present slender volume is a 
welcome addition to the current rekindling of controversial fires. 

The contribution which Dr. Arrow makes is very largely negative. 
It is negative in the sense that the primary object is to clear away the 
cobwebs of misunderstanding which tend to cloud current discussions 
of one of the most important themes of economics. At the same time, 
to the extent that this objective is attained, the way is prepared for 
future advances along certain well defined paths, which are indicated 
as a result of the rationalization of existing hypotheses. And in this 
regard Dr. Arrow has made a significant positive contribution, pro- 
viding a clear perspective which is all too frequently missing from 
otherwise profound (sic) contributions to this subject. 

This result is achieved by the rigorous application of the symbolic 
methods of the logic of relations in a search for formal conditions 
which would make it possible to construct a procedure for passing 
from a set of known individual tastes to a pattern of social decision 
making. The choice of the methods of symbolic logic implies the use 
of ordering relations which are held to be superior to the indifference 
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eurve and utility functions approaches in that it is possible thereby 
to have a more precise approach to a wider range of theoretical 
problems. 

At the outset a clear distinction is made between tastes and 
values, the market mechanism being concerned only with the former. 
But, at the same time, it is argued that the current tendency to base 
economic welfare propositions on purely economic considerations is 
meaningless. It is necessary that such judgments should be based on 
a consensus of the community with respect to socio-ethical norms. 

The testing of this hypothesis commences with a preliminary 
discussion of the nature of preference and choice. This leads to the 
formulation of an initial set of conditions, which it is held may be 
regarded a priori as necessary conditions for the construction of a 
social welfare function. The application of these conditions to the 
question of the summation of utilities indicates that this latter process 
is, by and large, an arbitrary act. 

The use of the compensation principle to provide a transition 
from individual to social choice is then closely examined. In particu- 
lar, the Kaldor-Hicks formulation is subjected to a highly critical 
analysis, and is found unsatisfactory on a number of grounds. The 
chief of these are, firstly, that it is arbitrary, and, secondly, that the 
goal set by Kaldor and Hicks—the separation of production aspects 
from distribution effects of a desired change in the social state—is 
undesirable and does not lead to any very meaningful conclusions. 

Arrow is thus emboldened to construct two alternative formula- 
tions of a general possibility theorem, designed to serve much the same 
purposes as the discarded compensation principle. Once again, the 
test of the initial set of five conditions is applied, and this time leads 
to the conclusion that if we wish to make social welfare judgments 
which depend on the values of all individuals—that is, which are not 
imposed or dictatorial—it is necessary to relax some of the initial 
conditions. By a process of elimination it is found that it is only 
necessary to modify the first condition. 

The effect of this is to narrow the range of, choice and gives rise 
to the assertion that ‘‘the possibility of social welfare judgments rests 
upon a similarity of attitudes toward social attitudes’’. In conclusion, 
Arrow shows that, mathematically, it is possible to construct suitable 
welfara functions if it is possible to say in advance that the tastes of 
individuals fall within certain prescribed realms of similarity. The 
social significance of these mathematical constructions is based—albeit 
somewhat precariously—on the validity or otherwise of the arguments 
of the idealist school of political philosophy. 

This is a stimulating book. It is interesting to notice the growing 
acceptance in highly technical discussions of the role played by social 
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conditioning in influencing the economic decisions taken by indivi- 
duals and society as a whole—first, Duesenberry and Modigliani on 
the consumption function, and now Arrow on the social welfare fune- 
tion. Perhaps the ‘‘dangers of aggregative thinking’’ are on their 
way to becoming merely chimeras of the mind and not of fact? 


J. R. WILSON. 


The Works and Correspondence of David Ricardo. Edited by Piero 
Sraffa, with the collaboration of M. H. Dobb. Vol. I, On the 
Principles of Political Economy and Tazation; Vol. II, Notes on 
Malthus’s Principles of Political Economy. (Cambridge Univer- 
sity Press, for the Royal Economic Society, 1951.) Pp. xii + 447, 
xvii + 463. 24/- stg. each. 


In 1934 the Royal Economie Society announced that Mr. Sraffa’s 
edition of the works of Ricardo was ‘‘in the press’’. Every reviewer 
will therefore justly write of the ‘‘long awaited’’ appearance of the 
first two volumes, comprising the Principles and the Notes on Malthus. 
There are to be seven more volumes of the Works: two of Pamphlets 
and Papers, one of Speeches and Evidence, four of Letters; and in 
addition a volume of Biographical Miscellany, and a General Index. 
The unpublished volumes of the Works are apparently set up and 
are expected to appear at short intervals. Although an immense 
amount of editorial work has gone into these first two volumes, they 
contain nothing of Ricardo’s that is new beyond a few anticipatory 
quotations from the letters which are to appear later; but their form 
and typography enable us to visualize the whole work and the editor’s 
introduction explains its history. 

The reader, handles with a certain awe a book which will be read 
a century hence, if political economy is then read at all. This could 
not have been certainly felt by the readers of the original Principles 
in 1817; but it is now a classic, and this is the definitive edition. It 
immediately supersedes Gonner’s edition, which has been that most 
frequently used for the last sixty years, and it can be bought inde- 
pendently of the remaining volumes. The third edition (1821) is 
the basic text; all changes from the first and second editions are given. 
The difficult problem of indicating the extensive and important 
changes in the chapter on value is solved by reprinting in full, as an 
appendix, the relevant part of the chapter as it appeared in the first 
edition, and the provision of a table of concordance. 

Editorial work in both volumes is meticulous, but unobtrusive. 
The introductions are here, and are apparently in later volumes to be, 
confined to an account of the immediate occasion from which the 
various works arose and of the circumstances in which they were 
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written. This shows welcome restraint. In the other great definitive 
edition of an English text in Political Economy, Cannan’s edition 
of the Wealth of Nations, the editor cannot refrain from an occasional 
remark when he thinks Adam Smith (or the reader) needs help; 
Mr. Sraffa’s apparatus is strictly textual. There is one apparent 
exception and that may represent a contribution by his collaborator, 
Mr. Dobb: a somewhat excessive anxiety, in the introduction, to refute 
the view that Ricardo ‘‘weakened’’ on the labour theory of value. The 
refutation does not seem entirely convincing on the evidence pre- 
sented, but even if it were, it is not made clear why the maintenance 
of his original view should be considered a virtue. 

The introduction makes it clear that to the specialist, student 
volumes VI to X (the letters) will be of most interest. These will con- 
tain nearly three hundred previously unpublished letters to and from 
Ricardo, of which the most important are likely to be the correspon- 
dence with James Mill and Malthus’s side of the well-known discus- 
sion. A natural impatience to see these volumes, arising from scien- 
tific curiosity, is meanwhile tempered by the thought that they will 
involve reading many thousands of words by the worst writer of 
English ever to achieve enduring fame in any branch of speculation. 

These two volumes are a noble example of the work of the Cam- 
bridge University Press. The Notes on Malthus, in particular, solves 
an extraordinarily intricate problem of typography in such an effec- 
tive way that most readers will be unaware that the problem existed. 
It is now possible to attempt to follow Ricardo’s close commentary 
with the full text of Malthus simultaneously available. Only those 
who have had to use Hollander and Gregory’s edition of the Notes 
will realize how ingenious editor and printer have been. 

The appearance of these volumes is a great relief to all teachers. 
of the history of political economy, who have long been accustomed 
to issue bibliographies referring to them as ‘‘forthecoming’’. It must 
be an even greater relief to Mr. Sraffa. 

J. A. LA NAUZE. 


Select Documents in Australian History, 1788-1850. By C. M. H. 
Clark and L. J. Pryor (Angus and Robertson, Sydney, 1950). 
Pp. 450 + xii. 30/- Aust. 

This selection of documents, in Professor Clark’s own words, is 
intended ‘‘for those who are beginning the serious study of Australian 
history’’, and is ‘‘certainly not a book for the specialist’’. It is in- 
tended primarily as a text-book of documents for schools and uni- 
versities, so that ‘‘the student has the opportunity to abandon 
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dependence on the opinions of other historians, to read the original 
material ; in short, to be a historian’’. Professor Clark is quite right in 
emphasizing the desirability, or even necessity, of a historical training 
that leads the student naturally into the study of sources; and he 
has written a source book, the first of its kind for Australia, which 
will enable the Australian teacher to do this in the lecture room. But 
this approach to Australian history must be accompanied by detailed 
comment, which Professor Clark undoubtedly gives to his own 
students, but which his less learned colleagues are unable to give. A 
student cannot get a coherent picture of Australian history before 
1850 just by reading Professor Clark’s documents, nor, in my opinion, 
by reading them in conjunction with any existing history of the 
period. This is my first criticism: Professor Clark should have given 
us much more comment on his collections, either by expanding con- 
siderably the short narrative at the beginning of each section, or, 
better still, by commenting on each document. Not having done this, 
however, he must now write a complementary volume on the history 
of Australia from 1788 to 1850, keeping in mind the documents quoted 
in the volume under review. It is obvious that Professor Clark is 
well able to do this, and, having done it, he will have given the Aus- 
tralian teacher and student an infinitely better introduction to their 
history than at present exists. 

Professor Clark has tried to give a comprehensive documentary 
introduction to Australian history. His method of presentation is 
subjectival, not chronological, and, because of this, the short chrono- 
logies at the beginning of each chapter are insufficient; they should 
have been brought together into a general and detailed chronology of 
the period in all its aspects. The subject approach, as the author says, 
is far more satisfactory for teaching. But a detailed time chart 
would also aid the teacher to connect the various subject strands into 
a whole. The subjects treated are the following: the British Back- 
ground (23 pages) ; the First Settlements (78 pages) ; Transportation 
(65 pages) ; Immigration (47 pages) ; Land Policy (49 pages) ; Squat- 
ters (33 pages) ; Constitutional History (85 pages) ; Social and Eco- 
nomic (52 pages). The best sections are on the first settlements, 
transportation, land policy, squatters, and constitutional development. 
Of these, the section on transportation is outstanding, being an excel- 
lent and almost complete introduction to that subject; it presents a 
more realistic and more detailed account of the convict system than 
is available anywhere else. Similarly, the documents on the first 
settlements (though too long for the total size of the book) are 
judiciously chosen. Those on land policy and constitutional develop- 
ment will meet most needs of the teachers of those subjects. The 
section on the squatters, also good, could have been improved by more 
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documents on the marketing of the fleeces, and a continuation of the 
statistics quoted on p. 270. (These list British wool imports between 
1804 and 1827; but a more significant table, which could have come 
from Bischoff, would have shown British wool imports between 1820 
and 1850, especially between 1830 and 1850.) The otherwise satis- 
factory immigration section is weak on the British background 
material. (And, if Mrs. Chisholm deserves a document, why not 
John Dunmore Lang?) But Sections I and VIII, on the British back- 
ground, and on social and economic conditions, warrant detailed 
criticism. In all other sections, it seems to me, Professor Clark has 
done an excellent job, although there must necessarily be differences 
of opinion about what should go in and what should be stressed, and 
about the method of presentation. 

The first section treats only the 18th century British background, 
but is not the 19th century background even more important? Also, 
since it is 18th century, the emphasis is on the convict and on social 
distress. But England exported capital and men of capital to Aus- 
tralia, as well as paupers and convicts. Australia is a child of the 
wealth of England as much as she is the offspring of English poverty. 
(There is, admittedly, one document about the progress of Birming- 
ham.) Section VIII is even more unsatisfactory. In the first place, 
there is an arbitrary selection of statistics; there are quite compre- 
hensive statistics of population, but fragmentary statistics of land 
alienation, migration, wool and exports. Secondly, the section has no 
logic of arrangement. Land and labour having been dealt with in 
other sections, the first sub-section rightly deals with ‘finance’ (it 
could better have been described as ‘capital and finance’). A second 
sub-section could have contained the documents on whaling and agri- 
culture, and should also have contained documents on industry and 
commerce, which are neglected by Professor Clark. A third sub-sec- 
tion should have treated the depressions of the ’twenties and ’forties. 
A fourth sub-section on social conditions could have included Professor 
Clark’s fairly satisfactory documents on population, classes, masters 
and servants, town life, leisure and behaviour. Of Professor Clark’s 
present sub-sections, more documents should have been included in 
those on finance (e.g. on capital imports, from the Swanston Papers), 
whaling (e.g. on the decline of the industry, from the Arthur Papers), 
and on Town Life (e.g. on the administrative clique, from the Boyes 
Diary). A lively account of the depression of the 1820’s can be found 
in John Dunmore Lang. 

Finally, Professor Clark can be criticized on two other counts; 
on the range of his sources, and on the omission, not of particular 
documents, but of large subjects. The documents come from an im- 
pressive range of sources, but I think that more manuscript material 
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should have been used, especially as Australian archives are particu- 
larly rich in manuscripts. Also, admitting the book is already long 
enough, I would like to see sections on personalities (say, governors, 
soldiers, particularly entrepreneurs, and even explorers), on the 
aborigines, and on administration. 

A selection of documents, particularly with a comprehensive aim, 
is very vulnerable to criticism, both in the range of subjects and in 
the actual choice of documents. The reviewer inevitably thinks of 
more subjects and other documents, especially in any specialized field 
which he has studied. I have criticized Professor Clark in this way. 
Nevertheless, I think that he has done Australian history and its 
students a sterling service. I look forward with pleasure to his com- 
mentaries and to further volumes of documents. 

R. M. HARTWELL. 


Der Grosse Schwedische Kataster in Livland, 1681-1710. (Kungl. 
Vitterhets Historie och Antikvitets Akademiens Handlingar, 
pt. 72). By Edgars Dunsdorfs (Stockholm, Wahlstrom & Wid- 
strand, 1950). Pp. 196. Skr. 12.00. 


Because of its wealth of detailed information on social and eeo- 
nomic phenomena, the great Swedish land survey in Livonia at the 
end of the seventeenth century: lends itself particularly well to studies 
which can be meaningful from several angles. For the historian, such 
studies will throw light on conditions and events not only in seven- 
teenth century Sweden and Livonia, but in the whole eastern Euro- 
pean area, and by making scientific comparative studies possible they 
should contribute to the breadth of historical knowledge and to an 
understanding of conditions elsewhere. For the sociologist and eco- 
nomist they will illustrate problems—and indicate attempts at their 
solution—which are important for an understanding of economic 
relationships and for analogies with present-day theories and issues. 
The type, extent and shortcomings of the available material should 
render a study of the land survey also a major contribution to scien- 
tific methodology—an urgent task inasmuch as superficial and doc- 
trinaire economic investigations have in the past contributed to much 
confusion and suspicion among historians. 

Important and needed though such inquiry is, Dr. Dunsdorfs has 
not set himself the task of dealing with the broader implications of 
the survey. Instead, he has approached his subject from three angles. 
After discussing his sources and the procedure of the Swedes, he has 
first considered the data of the survey as a source for the history of 
the land settlement of Livonia, or rather of the Latvian territory of 
former Livonia (Vidzeme), to which he has generally confined his 
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investigation. In connection with the settlement question he has 
attempted a calculation of the cultivable area and its divisions, of the 
composition of the population and of the total number of inhabitants. 

Secondly, the author has taken up the figures of the survey as a 
source for a study of the national economic policies of Sweden. Here 
he has discussed the economic purpose of the survey and the attempts 
to gain a picture of the yield of the land, the amount of rent in rela- 
tion to the quality of the cultivable land, and the total revenue— 
assessed as well as factual—for the Swedish crown. He has investi- 
gated the considerations which motivated the fiscal policies of Sweden 
in Livonia and has given special attention to the famous ‘‘reduction’’ 
of the estates of the nobility which was to have gravest political con- 
sequences. | 

Thirdly, Dr. Dunsdorfs treats the survey as a source for agrarian 
history. Discussing separately the estates of the nobility and the 
farms of the peasants, he has calculated and compared their numbers, 
size, yield, the types of crops and animals, and the burdens resting 
upon the peasants. He uses his figures also for a discussion of the 
value, expressed in money, of income and liabilities, and he has con- 
nected this investigation with an analysis of the Swedish policies 
toward the Livonian nobility and peasantry. 

In a very short conclusion the author summarizes his data and 
findings. The reader will regret the brevity of this last part, for to 
a certain extent it may seem to him that no one would be better 
qualified than the author, not only to compute, but also to expose the 
broader meaning of his material and data. It does not ask for the 
sceptical attitude of a Disraeli towards statistics or for the point 
of view of a Lappo-Danilevsky and others mentioned by the author 
(p. 11) to realize that figures are treacherous. He who has collected 
them and knows what significance to attach to individual points 
should be the first to evaluate them. Yet Dr. Dunsdorfs has apparently 
considered this part of the work as outside the scope of his task. 
Only occasionally—and then rather briefly—does he deviate from 
his immediate purpose, as when emphasizing very correctly that it 
was political considerations rather than fiscal which prompted 
Sweden in her policies of taxation and land rent (p. 89; ef. p. 130). 
Actually, after the conquest of Estonia by Erik XIV, the Swedish 
kings were always torn by indecision whether to give preference to 
the needs of their treasury or to the political and strategic considera- 
tions with regard to the Livonian peasant and nobleman. This 
aspect, so important also at the time of the survey of Livonia, merits 
an extensive treatment as it illustrates economic thinking from the 
time of Gustavus Vasa on, explain trends in diplomatic relations with 
the eastern European area in the early modern period, and contributes 
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to the understanding of recent theories about the relationship of 
economies and politics. 

If Dr. Dunsdorfs’ book generally abstains from interpretative 
attempts, it excels in the thoroughness and completeness with which 
the author has dealt with the descriptive and expository parts. 
Although some of his figures, such as those relating to population 
changes in Livonia before and aftey the great plague (pp. 76 f.) may 
not be quite convincing, the wealth of carefully collected material, 
the comprehensive analysis of the calculation methods, and the his- 
torical information on Sweden and Livonia, as well as on general 
economic questions, cannot fail to impress the student. A great 
amount of new source material obtained from unprinted records in 
the archives of Stockholm or Riga, Dorpat and other places, hardly 
accessible now, underlies Dr. Dunsdorfs’s study, and is combined with 
the rich sources already printed; secondary material—regrettably not 
listed in the bibliography, but indicated in footnotes—has been little 
relied upon. Some of it, such as the works of V. Transehe Roseneck 
and C. Schirren, are in several instances severely criticized. 

The chief merit of the valuable, well written and informative 
book thus lies in the sound basis which, with regard to facts and 
methods, an eminently qualified scholar has laid for future historians, 
sociologists and economists. With the help of the economic data so 
conscientiously compiled, and so carefully analysed, results can be 
accomplished which may have broad meaning for all historical inves- 
tigations. 

WALTER KIRCHNER. 


The Dollar Shortage. By C. P. Kindleberger (Technology Press of 
M.I.T. and Wiley, 1950). Pp. ix + 276. $4.00. 


When Professor Kindleberger wrote the preface to his book in 
September, 1950, he felt the need to apologize: ‘‘The events of June, 
1950, in Korea, have made even the title outdated’’. As this review is 
being written, the title seems to be coming into its own again; there 
are signs, in July, 1951, that the author was right in thinking that 
‘the notion of a dollar shortage and its analysis cannot yet be dis- 
pensed with altogether’’. Prophesies apart, the author’s analysis of 
the problem should convince the most optimistic that he cannot ignore 
the possibility of an endemic tendency towards disequilibrium in the 
twentieth century world economy arising from ‘‘a pronounced ten- 
dency of the United States to over-export and under-import, which 
produces dollar shortage under various circumstances, or that the 
rest of the world, with appropriate exceptions, has a pronounced 
tendency to under-export and over-import’’. 
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Professor Kindleberger’s book falls into two parts. In the first 
and more extensive, he examines one by one the potential causes of 
dollar shortage. He begins with the three questions which would 
relate the problem most directly to American conditions and policies: 
Does the United States over-export? Does the United States under- 
import? Does the United States under-invest? He then proceeds to 
examine wider aspects under three headings, corresponding to three 
main types of disequilibrium: cyclical and secular dollar shortage 
and dollar shortage due to structural disequilibrium. In the second 
part, he considers more briefly the four lines of action which are 
available to deal with the problem, monetary and fiscal policy, 
exchange policy, trade policy, and international lending. 

The author returns a partially affirmative answer to each of the 
three questions concerning American responsibility for the problem, 
but finds that ‘‘the disequilibrium is produced by the interaction of 
forces present both in the United States and in the rest of the world, 
so that it becomes impossible to assign responsibility’’. At bottom, 
‘‘aside from the post-war reconstruction problem, the structural, 
secular and cyclical causes of the surplus in the United States appear 
to have their origin in the higher rates of income and savings in the 
United States, relative to the rest of the world, and the relatively 
greater scarcity of investment opportunities, on a scale sufficient 
to absorb all domestic savings’’. The tour de force by which the 
apparently complex causes of the various types of disequilibrium are 
traced back to a tendency to under-spend in the United States and a 
tendency to over-spend in the rest of the world—a tour dé force in 
which the effect of stagnation in depressing the supply and demand 
elasticities relevant to smooth functioning of market adjustments plays 
an important role—is skilfully performed and on the whole con- 
vincing, even though some of the fruits of the excellent discussion 
of other aspects in the earlier chapters seem to get lost in the process. 

Both in his analysis and in his conclusions on policy, the author 
steers a middle course between the classicists like Haberler and the 
heretics like Balogh, which will endear him to neither of the two 
extreme schools on this controversial subject. In his demonstration 
of the shortcomings of classical theory, he finds himself close to 
Balogh. In fact, if it were not impolitic to say so, lest the book be 
damned in the eyes of American semi-official orthodoxy, the author 
has gone far towards accomplishing the ‘‘always difficult’’, but over- 
due, task of ‘‘distilling the essence of Balogh’s argument, which is 
frequently intuitive as well as passionate’’ (p. 237), besides bringing 
together and developing further many other revisions of the theory 
of international economics of the last ten years. If it is true that 
“international economics has lagged behind the main body of the 
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discipline of late’’, this book itself is evidence that international 
economies is rapidly catching up. 

In his examination of policies, the author also makes concessions 
to the heretics which would not find favour with the orthodox, but his 
temperate discussion shows up the special pleading of the British 
extremists, who are never lost for another argument for protective 
and discriminatory measures when the first has been refuted. There 
are one or two passages where, in the desire to heed the eternal 
verities of classical theory, the author seems to forget for the moment 
the qualifications to which he subjected classical doctrine in earlier 
chapters. But in general the sanity of the policy chapters, which sees 
no ready-made solutions, matches the insight and subtley of the 
earlier analysis. 

Altogether, this is one of the best books on international eco- 
nomics for some years. Much of its quality derives from the author’s 
‘impatience with the point of view in economics which is prepared to 
present solutions to problems which will be satisfactory from an 
‘economic’ point of view so long as ‘political’ factors do not enter in 
to corrupt them’’ (p. 7). An essay, printed as an Appendix, on ‘‘The 
Distribution of Income, Political Equilibrium and Equilibrium in the 
Balance of Payments’’ gives an explicit illustration of this approach. 
The book is pleasantly written and carefully edited, the knighthood 
conferred upon Mr. Colin Clark being one of the very few slips the 
reviewer has noticed. 


. H. W. ARNDT. 


A Discussion of Money. By W. A. L. Coulborn (Longmans, Green and 
Co.). Pp. xiv + 356. 29/9 (Australian). 


This work is an elementary introduction to the study of money, 
and as such, contains the minimum of theory considered necessary to 
the understanding of the ‘‘economic and monetary policy, and... 
those banking techniques and international complications’’,! to the 
elucidation of which it is mainly devoted. It is thus intended as an 
examination of modern monetary institutions? in the light of modern 
monetary theory, with the theory rather oversimplified, and having 
thus a deceptive appearance of completeness. 

The first third of the book deals fairly exhaustively (on an ele- 
mentary level) with the nature, services and origins of money; the 
concept of the value of money; and the Keynesian theory of employ- 
ment and income; with some considerable emphasis laid on the 
necessity for strict definition in all theoretical analysis. 


1. Introduction p. v. 


2. Mainly British, with brief treatments of the Federal Reserve System (U.S.A.) and 
Gosbank (U.S.S.R.) and some detail on I.M.F., I.B.R.D., B.I.S., etc, 
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The remainder of the book considers monetary standards; foreign 
exchanges; fluctuations in the value of money and the traditional 
central bank techniques for coping with them; the money market ; and 
international monetary institutions, pre- and post-war. There is a 
discussion of the modern role of banks and governments in the attack 
on the trade cycle. 

Over all, the style of the book is very pleasant, at times almost 
informal, and the approach to each topic is, where possible, interest- 
ingly historical. There are, however, several points on which I would 
like to comment. 

A minor point occurs on page 84, where the author states that 
‘‘the fact of being rare is enough to make a thing valuable’’. It is not 
sufficiently emphasised that the rarity (or scarcity) must be in relation 
to the desire to possess that thing. 

Another small point of a different nature occurs on pages 85 and 
86. An example is given of the way in which the velocity of circula- 
tion of money could increase. The alert reader may wonder why 
the proprietor, in this example, bears the loss of one week’s provisions 
for half his employees, when those provisions were destroyed while 
in the possession of the employees themselves. 

Facing page 216 is a pull-out table, designed to be visible while 
the relevant text is being read. Unfortunately it is placed too early 
in the book, as most of the relevant text comes after the table. It 
would have been better located facing page 220. 

A final minor point occurs on page 94, where the author, following 
Keynes,® calls the propensity to consume, the schedule of the marginal 
efficiency of capital, and the schedule of the rates of interest, indepen- 
dent variables. I would contend that the first two are definitely 
functional relationships, and, if by schedule of rates of interest is 
meant the liquidity function, then this also is not a variable. 

In addition to these there are some major criticisms. 

Chapter VII, on Index Numbers, contains far too much material 
for its length. It endeavours to cover a field which warrants a book 
itself, and as a consequence leaves one with a feeling of confusion. 

The consumption function is treated‘ in a way which conflicts 
terminologically with Keynes. Since this is an elementary book 
intended to form the basis for further study, it would be preferable 
if the notions derived from it were in harmony with the more advanced 
books, of which the General Theory would be one. When the author 
mentions the propensity to consume, he means the proportion of 
income which is spent on consumption. Keynes would call this the 
average propensity to consume. To Keynes, the propensity to con- 
sume is the functional relation between income and consumption, and 


3. General Theory (Macmillan), 1947, p. 245. 
4. P. 94 ff. 
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not the relation at any specific level of income. As a consequence of 
this difference of definitions, for such it is, the stability of the pro- 
pensity to consume means something different for the two authors. 
To Coulborn, if, as income varies, the proportion of income spent on 
consumption changes, then the propensity to consume is unstable. 
Such a situation could occur even though the functional relation 
between income and consumption remained the same, in which case 
Keynes would have held that the propensity to consume was stable. 
The difference is born out by the symbolic representation of the con- 
sumption function. Using Keynes’ symbols, Coulborn’s consumption 
function® is: C = x‘ Y, as opposed to Keynes’ function. C = x(Y). 

Finally, on pages 172 and 173 it is hinted that a budget surplus 
financed by taxation may be inflationary instead of disinflationary, on 
the grounds that, provided the rate of taxation is sufficiently high, it 
will induce dis-saving on the part of consumers in order to maintain 
their standard of living. Such dis-saving will cause consumption to 
exceed income. Thus Coulborn’s propensity to consume (x) will be 
greater than unity. This is described as inflationary, but it is 
obviously only inflationary if the budget surplus is insufficient to offset 
the amount of dissaving. I feel that there is here a confusion between 
Coulborn’s x (propensity to consume) and the marginal propensity 
to consume, which, if greater than one, gives a most unstable situation. 
It also seems to argue some confusion between the simplified model of 
Keynes, where the only activities are consumption and savings for 
the consumer and production for the entrepreneur, with complete 
abstraction from the government and international trade, and the 
actual situation, where other influences also have their effects upon 
the size of the multiplier. 


C. S. SOPER. 


Money in a Maelstrom. By J. W. Beyen (Macmillan, London, 1951). 
Pp. ix + 204. No price stated. 


The author, who is an Executive Director, representing the 
Netherlands and Norway, of the International Bank for Reconstruc- 
tion and Development and of the International Monetary Fund, 
sets out ‘‘to retell the story of international co-operation in the 
financial field during the last three decades’’. 

The first eight chapters deal briefly with the period between the 
two world wars. The story has already been told many times, but 
presumably the author thinks it worth retelling in the light of 
developments since 1939. 


5. P. 95 nl. 
6. General Theory, p. 90. 
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In Chapter IX there is a discussion of the payments agree- 
ments concluded during and since World War II, and the author 
expresses satisfaction that these agreements resemble the pre-war 
agreement between Britain and Germany; they ‘‘do not interfere 
with the direct relationship between exporter and importer’’ and are 
‘fundamentally different from the clearing agreements of the 
Schachtian types’’, which ‘‘generate at the same time a ‘balance of 
payments phobia’ and a sense of power over the economic develop- 
ment of the country’’. There follows an account of the origins of 
the Keynes and White Plans, and the author describes in some detail 
an interesting proposal, circulated by himself at the end of 1942, 
which provided for a gradual approach to multilateralism by way 
of a series of regional monetary agreements similar to the arrange- 
ments now developed between the so-called Marshall countries. 

The discussion is continued in the next chapter, entitled ‘‘The 
Bretton Woods Agreements’’. After quoting the well-known pas- 
sage in the Keynes Plan expressing doubt ‘‘whether a compre- 
hensive scheme will ever in fact be worked out, unless it can come 
into existence through a single act of creation made possible by the 
unity of purpose and energy of hope for better things to come, 
springing from the victory of the United Nations, when they have 
attained it, over immediate evil’’, Mr. Beyen comments that ‘‘One 
could have opposed this reasoning by saying that a comprehensive 
frame fitting bilateral agreements into a multilateral scheme could 
also have come into existence through a single act of creation, made 
possible by the unity of purpose and energy of hope for better things, 
springing not from victory over immediate evil, but from the expec- 
tation of victory over immediate evil. . . .’’? He concludes that ‘‘in 
the light of experience it seems regrettable that it was not attempted 
to get ‘the best of both worlds’.’’ One is tempted to remark that it is 
difficult to see how a ‘‘comprehensive frame, fitting bilateral agree- 
ments into an international scheme’’, could exert the same pressure 
in the direction of complete multilateralism as the final form of the 
Bretton Woods Agreement, which permits restrictions only as a 
transitional measure. Yet one must admit the force of Mr. Beyen’s 
remark that ‘‘one can only regretfully think how much easier it 
would have been to initiate economic co-operation in Western Europe 
at that time, and how much advanced the matter would have been 
at the present moment (August, 1950) now that such co-operation 
is demanded with as much force as its preparation was opposed 
before’’. 

On page 154 there is an excellent assessment of the significance 
of the I.M.F. ‘‘The mainstay of the new monetary system is that it 
has made stability of exchange rates the object of continuous 
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organized international consultation, and that it has created an inter- 
national monetary authority with certain powers to supervise the 
monetary conduct of its members. ... The fundamental reasons for 
instability lie to a great extent outside the monetary field, or at any 
rate, outside the field of the Fund. The co-ordination of economic 
and social policies, the prevention of trade restrictions, the regulation 
of world supply and demand (and thereby of world prices) of raw 
materials and primary foodstuffs are the responsibility of other inter- 
national institutions. A pessimist might think that little else is left 
to the Fund but to discuss the ultimate monetary effects of policies 
that lie beyond its competence, and that therefore such effects will 
often have the character of a ‘‘fait accompli’’. The Fund, however, 
shares this fate with the monetary authorities within the member- 
countries. They also have lost the supremacy they possessed as long 
as monetary policy was focused toward an international aim, with all 
other policies subordinated to monetary policy’’. But ‘‘the Inter. 
national Monetary Fund can—as a centre of consultation and guidance 
in the monetary field, and with the power it has to exclude members 
from the use of its resources if they act against the purposes and 
principles laid down in its Articles of Agreement—exercise a pivotal 
influence on the co-ordination of economic and social policies, which is 
the precondition of monetary stability’’. 

The remainder of Chapter X deals with the International Bank. 
Chapter XI, entitled ‘‘Change and Adjustment during the Post-War 
Period’’, gives an excellent discussion of the balance of payments 
problems of post-war Europe and the successive steps towards regional 
convertibility. Finally, there is a chapter on ‘‘The Bretton Woods In- 
stitutions at Work’’. Referring to the I.M.F., Mr. Beyen states that 
‘‘The Bretton Woods system cannot be put to the test before it has 
been fully introduced in a large part of the world’’. He attacks those 
who criticize the suspension of the Fund’s rules during the post-war 
transitional period: ‘‘There is no surer way to discredit an inter- 
national monetary system than to enforce rules of conduct that do 
not fit the monetary and economic conditions of the moment... .” 
Dealing with the International Bank, he points out that the task of 
reconstruction in Europe turned out to be quite beyond its capacities: 
‘‘From the point of view of the Bank, many of its members were in a 
position similar to that of an enterprise which has not only lost its 
capital, but can only become a going concern again if somebody is 
willing to finance out-of-pocket losses for a number of years, and 
financing of| losses can never be the task of a bank’’. His conclusions 
with regard to the other main purpose of the Bank, the development 
of backward areas, are stated boldly: ‘‘While the immediacy and 
scope of reconstruction requirements were underestimated by the 
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planners of Bretton Woods, it can be said that, on the other hand, 
there is a general tendency to overestimate the amounts which can be 
absorbed by the development of backward areas. There is a great 
deal of impatience with the slow pace at which the Bank’s capacity 
to give loans was deployed. The limitations put on the amounts it 
can invest or help to be invested have sometimes been severely 
criticized. It is beyond doubt, however, that the Bank, had it pos- 
sessed unlimited resources, could not have granted considerably more 
or considerably larger loans in the development field than it has 
actually given’’. 
W. R. LANE. 


La Monnaie. By Robert Mossé (Librairie Marcel Riviére et Cie, 
Paris, 1950—Bilans de la Connaissance Economique). Pp. 201. 
450 frances. 


This book is the first of a series which is intended to trace the 
development of the various fields of economic thinking, and to 
present an account of the present state of knowledge in those fields. 
H. S. Ellis has written a general introduction to the series, and, 
following the practice of the Survey of Contemporary Economics, 
the main essay has been submitted to two critics or commentators; 
here, however, the comments are printed as additional short papers 
and have not become embedded in the main account; one is by Pro- 
fessor Luigi Federici and the other by Mr. Triffin. M. Mossé’s survey 
comprises four chapters, the first setting out the monetary problems 
of the last fifty years and their bearing on the development of 
monetary theory; the second deals with the nature of money, its 
functions and forms, the value of money and its statistical measure- 
ment; the third deals with the ways in which money exerts its effects 
on the economy; and the last with the objects and methods of mone- 
tary policy, and with organs of control. The book also contains an 
annotated bibliography of more than one hundred works, ten of 
them bibliographical, which occupies 50 pages. 

Most readers of the Economic Record are likely to find them- 
selves somewhat out of harmony with M. Mossé; indeed, for most 
of the time he is singing a different song—some old-time melody, 
such as commodity money, the issue of convertible and inconvertible 
notes, the influence of Knapp, and the like. Knapp’s State theory 
of money—a ‘‘peal of thunder’’—is held to have been crucial in 
determining the subsequent trend of thinking about money by 
securing the victory of nominalism and opening the way to what 
Professor Bonn in similar vein has recently called ‘‘the totalitarian 
background of Keynes’s monetary theories.’ Knapp’s influence, 


1, Economic Journal, June, 1951, p. 397. 
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for good or evil, and insisted on by no fewer than fifteen references, 
is surely overstated. 

The modern songs are all sung pianissimo. The discussion of 
monetary policy and its social and institutional setting is rather 
superficial even in the space allotted to it; and, indeed, the author 
is more concerned with the question whether governments are to be 
trusted with the weapons of monetary policy. than he is with the 
content of modern monetary theory. Little is heard of the latter, 
Keynesian economics being regarded as sterile intellectualism. (In 
this connection, one questions whether the appeal in the second 
footnote on p. 38 to Villard [Survey, pp. 330-331] would be upheld.) 
Looking forward, the author believes the task now before monetary 
theorists to be a re-examination of their institutional assumptions, 
and a close enquiry into the conditions in which, and procedures 
and influences under which decisions of monetary policy are taken— 
to find out what motivates finance ministers and central bank gover- 
nors. Alongside this, there should be enquiries into the machinery 
by which their decisions are put into effect. Such tasks M. Mossé 
holds to be more significant than, for example, the study of the im- 
plications of changes in propensities and functions. 

It is evident that the different monetary experiences since 1914 
of some of the countries of western continental Europe on the one 
hand, and of English speaking countries on the other hand, have 
led to divergent outlooks on monetary policy and even monetary 
theory. Although the author recognizes the value of the integration 
of the latter into the general corpus of economic theory which has 
been achieved in the last fifteen years, yet dread of inflation keeps 
him out of sympathy with Anglo-Saxon developments of the period. 
The curious thing is, however, that while M. Mossé holds Keynesian 
theory to be of ‘‘not much use’’, yet he seems—both from this book 
and by repute—to be willing in appropriate circumstances to sub- 
scribe to Keynesian remedies for unemployment. One would have 
thought it might be the other way round, that he might accept the 
theory as an apparatus of explanation, and reject the policy on his 
ground of the ineptitude of governments being the greater evil. 

The book is written attractively, with a gift for epigram and 
with great clarity. It is a pity that fear has impinged upon theory. 


RONALD H. BARBACK. 


Urban Mortgage Lending by Life Insurance Companies. By R. J. 
Saulnier (National Bureau of Economie Research, New York, 
1950). Pp. xxii + 180. $2.50. 


This volume embodies the results of one of a group of related 
investigations which are being carried out by the National Bureau of 
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Economic Research. Based mainly on data provided by life insurance 
companies in the United States, it is bound to prove of great interest 
and value to all associated with the lending of money on real estate. 

Representing as it does an exhaustive analysis of lending by 
American life insurance companies on security of mortgage of resi- 
dential, commercial and industrial properties, the volume includes 
in its scope the study of :—1. The importance of (a) insurance com- 
panies in the urban mortgage market, and (b) urban mortgage loans 
in the assets of insurance companies. 2. Changes in the distribution 
of assets since 1920. 3. Statutory controls. 4. The organization of 
Mortgage Loan Departments of Life Insurance Companies. 5. The 
type of property financed and loan contract terms. 6. Operating costs, 
and 7. Foreclosure experience. ; 

Loans held by life insurance companies in 1945 on security of 
commercial properties represented 40.9 per cent. of the total mortgage 
loans by all lending bodies on that type of property. For dwellings the 
percentage was reduced to 11.8. Including farm and industrial pro- 
perties, loans held by the life insurance companies accounted for 18.6 
per cent. (in 1948) of the total mortgage loans outstanding. 

The American experience is of interest in Australia, where life 
assurance societies are an important factor in the mortgage market 
and are gradually assuming an even more significance place. 

Approximately 13 per cent. of the assets of American insurance 
companies is invested in urban mortgage loans. Of considerable interest 
and significance is the change in distribution of assets since 1920. In 
1920 mortgage loans comprised around 31 per cent. of assets, whilst 
United States government bonds accounted for 11 per cent. only. At 
the end of 1946 mortgage loans receded to 13 per cent. of the total 
assets, but government bonds rose to the leading position—46 per cent. 
Similarly, in Australia, government stock now represents a substantial 
portion of life assurance societies’ assets, and with defence loans 
mooted it can be assumed that the proportion of assets invested in 
government stock will continue to increase. 

Greater legislative control operates in America over mortgage 
investments by life insurance companies than is the case in Aus- 
tralia, and, according to the State concerned, includes limitations on 
the loan ratio to valuation and maximum amounts of individual 
loans and also provision for amortization of loans. The need for this 
may arise through the comparatively large number of life insurance 
companies in existence; many of small size and carrying on business 
in particular States. 

Of particular interest are the references in Chapter 3 to outside 
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agents, termed ‘‘correspondents’’, who, in the case of many companies, 
are engaged not only in the introduction of mortgage business, but 
also in the servicing—collection of interest and principal payments, 
inspections, ete.—of mortgage loans during the existence of the loans. 
This appears to be a much more widespread practice in America than 
is the case in Australia. 

Loans on single family dwellings represent by far the greatest 
proportion, numerically, of mortgage loans granted by the life insur- 
ance companies. About one-half carry the guarantee of the Federal 
Housing Administration. 

An important section is that dealing with the liberalization which 
has taken place since 1934 in the terms for mortgage loans, particu- 
larly in respect of interest rates, repayment or amortization period 
and loan to value ratio. 

The many items of cost involved in originating and administering 
loans and the net yield therefrom are dealt with fully, as also is the 
experience of life insurance companies in regard to foreclosed loans 
and loans in default. Somewhat startling is the disclosure that by the 
end of 1934 delinquent loans had risen from negligible proportions to 
nearly one-third of the total urban mortgage loan business in force. 
Significant also is the statement: 

‘‘The outstanding factor affecting foreclosure rates appears to 
have been the year of loan origination, with foreclosure rates highest 
on loans made in years of high real estate prices and construction 
activity and lowest on loans made under the opposite conditions’’. 

In comparison with loans secured on other types of property, loans 
secured on single family dwellings had a notably good record of repay- 
ment. 


C. W. OVER. 


Detervoration in the Quality of Foreign Bonds Issued in the United 
States, 1920-1930. By Ilse Mintz (National Bureau of Economic 
Research, Inc., New York). Pp. 100. $2.00. 


The National Bureau of Economic Research encouraged Mrs. 
Mintz to carry out the work, the results of which are set out in this 
publication. She has worked through a mass of material relating to 
the subject. To the reviewer, and perhaps to many readers of the 
book, its main interest lies in the light which it may shed upon the 
problem of United States foreign loans in this post-war era. 

Mrs. Mintz divided the period 1920-1930 into two phases: 1920- 
1924, with 1925 a transition to the second phase, 1926-1929. In the 
first phase the loans were soundly based. ‘‘For example, only 6 per 
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cent. of the issues of 1920 went to borrowers who defaulted in the 
1930’s, while 63 per cent. of those of 1928 suffered this fate’. This 
startling contrast occurs in spite of the tendency for unsound loans to 
react unfavourably on the finances of the borrowing country, and 
perhaps cause the default of soundly based loans of earlier issue. 

In the first phase also, the banking houses in the United States 
were careful in their flotation of foreign loans. They had to under- 
take extensive publicity campaigns before they could hope to sell 
most foreign bond issues. The major part of the American bond- 
buying public was apparently ignorant of the existence of such places 
as Hungary and Oslo. The American banking houses only handled 
the bond issues after they had been approached by the representatives 
of the foreign country and made careful investigations and conditions. 

In the second phase, however, foreign bonds were easy to sell. 
With two exceptions the major American banking houses approached 
representatives of foreign countries with the suggestion of a loan. The 
soundness of these loans was not carefully questioned, because each 
banking house considered the bonds would be easy to sell, and if it did 
not handle the issue, then another banking house would do so. 

Perhaps the strongest feature of the book is the statistical treat- 
ment. The ‘‘default index’’ is used to make comparisons of the 
soundness of loans floated in different years. ‘‘The changing distri- 
bution of the flotations of each year among sound and unsound loans 
is brought out more clearly by percentages. We call the ratio of 
defaulted loans to all loans issued, the ‘default index’.’’ The statistical 
tables at the end of the book provide a convenient source of material 
which it would be difficult to gather elsewhere. 

The book has two main weaknesses. Firstly, it attempts to cover 
far too much in the space of one hundred pages. For instance, in the 
first chapter we find discussions on such topics as Foreign Business 
Cycles and Bond Cycles, Cycles in Debtor Countries, Cycles in 
Foreign Creditor Countries and American Business Cycles and 
Foreign Bond Cycles, Cycles in Domestic Bond Issues, Common 
Stock Issues and Foreign Bond Cycles. Such topics must necessarily 
here receive summary treatment. 

Secondly, the book lacks a concluding chapter. The last chapter 
in the book, chapter six, is called ‘‘An Interpretation’’, but is mis- 
named. This chapter largely consists of quotations of different points 
of view given in evidence at congressional inquiries. It does not draw 
together all the conclusions which the author has drawn from the 
material studied. ‘ 

The author rightly complains that waves of unsound speculation 
are inadequately explained as ‘‘moods of optimism’’, and that we 
should dig deeper. She claims that foreign bond issues made in the 
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United States, and subsequently ending in default, are too often 
examined at the time of default rather than at the time of issue, 
when the real mistake may occur. Her last chapter, however, appears 
to give the interpretation that the unsound foreign bond speculation 
in the United Stateg in 1926-1929 was due to a psychological attitude, 
engendered by lack of experience of severe financial recessions for 
some time and the idea that the current prosperity was permanent. 
Perhaps Mrs. Mintz has dug a little deeper, even though she appears 
to be forced back on the ‘‘wave of optimism’’ explanation. 
ARNOLD COOK. 


The Post-War Financial Problem. By F. W. Paish (Macmillan). 

Pp. vii + 263. 25/- stg. 

This work consists of twelve essays which Professor Paish has 
contributed to various journals over the priod 1936-1947. Five of 
them deal with the post-war financial problems of the United Kingdom 
and have been published in various reviews of the joint stock banks, 
Economica and elsewhere. Perhaps the best known of these is ‘‘ Cheap 
Money Policy’’, which appeared in Economica in 1947. The remain- 
ing essays were written before or during World War II and include 
‘*Eeonomic Incentive in Wartime’’, a useful application of Robbins’ 
article ‘‘On the Elasticity of Demand for Income in Terms of Effort’’, 
**Causes of Changes in Gold Supply’’, ‘‘Twenty Years of Floating 
Debt’’, and the valuable article, ‘‘Banking Policy and the Balance of 
International Payments’’. Although all that this book contains is 
available elsewhere, it is useful to have Professor Paish’s important 
contributions to financial and international economics conveniently 
bound in one volume. 


R. R. HIRST. 


Taxation of Public Utility Gross Receipts in Kentucky. Bureau of 
Business Research. (University of Kentucky, 1951.) Mimeo- 
graphed. Pp. 18. 


With the spreading of the tax base in Kentucky in the early 
thirties, a general retail gross receipts tax was imposed, which in- 
cluded taxation on gross receipts of public utilities. The latter was 
separated as a distinct tax in 1936, and may alternatively be des- 
cribed as ‘‘an excise tax on consumers of electric current, water, gas, 
telephone and telegraph services’’ paid by the suppliers at the rate 
of 3% on receipts, but ‘‘each utility is required to collect the tax 
from the purchaser and account for it to the State’’. 

The tax is regressive because of the nature of the services con- 
cerned and the characteristic pricing devices—periodic service charges 
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and reduced rates for heavy consumption. Because of the inelastic 
nature of the demand, it is concluded that the tax does not seriously 
affect demand, and that great scope for technical improvement and 
extended use of the services, with rising living standards, ensure a 
continued rise in yield. 

GORDON BRUNS. 


The Liquor Tax in the United States, 1791-1947. By Tun Yuan 
Hu (Columbia University, New York, 1950). Pp. 188. $2.75. 


Accounts and Tazes. (Bureau of Business Research, University of 
Kentucky, Lexington, 1950.) Pp. 97. 


Taxes, the Public Debt and Transfers of Income. By Donald C. 
Miller (University of Illinois Press, Urbana, 1950). Pp. 153. 
$2 paper, $3 cloth. 


Federal liquor tax in the United States extends back to the 
earliest days, and Tun Yuan Hu provides a detailed history of its 
rather stormy career. The story, told with restraint, is largely one 
of the endeavour to fix a rate which would provide a maximum of 
revenue with a minimum of illicit distilling. Highlights are the 
skill with which excise rates were raised after prohibition in such a 
way as to kill bootlegging, and the tale of the Whisky Insurrection 
which followed the introduction of the tax in 1791. Whisky was 
the only form in which grain produced in the outback could bear 
transport costs to the centres of population, and the threat to the 
livelihood of the settlers, together with the clumsiness of the tax 
collectors, led to a rebellion which required the levying of 15,000 
troops to suppress. 

Accounts and Tazes is a report on a meeting of accountants 
and tax practitioners. Seven papers are included, covering a wide 
range of topics. Chief points of interest are a description of the 
Bureau of Internal Revenue practice in dealing with income tax 
objections, a discussion of ‘‘estate planning’’ or how to keep control 
of a company despite the incidence of death duties, and a survey 
of the services which an accountant can render to small business. 
The latter paper quotes an analysis of small businesses in Phila- 
delphia, showing that only 8% keep a full set of double entry books, 
while 28% have no business records at all. The remaining papers 
cover various aspects of accounting procedures and principles and 
include a fairly full comment on ‘‘lifo’’ inventory accounting. 

Donald C. Miller’s study of taxes and public debt transfer 
payments commences with an estimate of the incidence of Federal 
taxes in 1945 according to size of income. The analysis is along 
Standard lines and follows recognized devices for determining 
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incidence. The second part is more novel in that it attempts to estimate 
the ‘‘incidence’’ of Federal interest payments according to size of 
income, including interest received by banks and other institutions. 
The attempt is a valiant one, but can hardly be said to be successful, 
since the usual problems of determining incidence are present in 
extreme form in this field and the discussion is really one of the yet 
unsolved problem of the treatment of financial enterprises in social 
accounts. 

The distributions of taxes and interest are found to be much 
the same, and it is concluded, rather rashly, that, since the redistri- 
butive effect between income grades is small, the importance of a 
large public debt as a redistributive force or a depressant of national 
income is also small. This ignores the effects of redistribution from 
the economically active to the economically inactive. 


H. P. BROWN. 


The Indiana Gross Income Tax. By Kenneth C. Back (University of 
Kentucky, 1950). Pp. viii + 114. 


Result of an inquiry by the Kentucky Bureau of Business Re- 
search, this booklet describes the administration and economics of a 
gross income tax which arose from fiscal difficulties of the early 
thirties in Indiana, when property owners rebelled against discrimin- 
atory taxes. This ‘‘tax on gross receipts, both business and indivi- 
dual’’ is rather a sales than an income tax for purposes of economic 
analysis. It is levied at five-eighths per cent. on retail sales, with 
$3,000 exempt, one half per cent. on wholesaling and manufacturing 
($1,000 exempt), and one and a quarter per cent. on salaries and 
wages. It is claimed that the tax has fulfilled its purpose, broadening 
the basis of the Indiana fiscal structure, and yielding adequate 
revenue for the State’s needs. 

In the present pass of Australian State and local finance, some 
consideration might be given to such a tax, but the disadvantages must 
also be reckoned with. This impost disregards any trading loss, and 
it is regressive, while it has proved more than proportionately sen- 
sitive to declines in prosperity. Furthermore, while the tax is passed 
on by traders, its incidence on wage and salary earners sticks, so that 
for them it is similar to an income tax. In fact, it is even more regres- 
sive than appears; the ordinary wage earner providing the bulk of 
its yield. 

The analysis concludes that the tax has the defects of sales taxes 
plus ‘‘extraordinary uncertainty as to incidence, a tendency to 
pyramid the rates, and an unusual volume of administrative work’’. 
Nevertheless, a fiscal system with a highly progressive income tax, 
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such as Australia’s, can, and does, carry a number of regressive taxes. 
This may be especially necessary in times like the present, when 
revenues need boosting. It may be that a gross receipts tax at low 
rates and with various exemptions could be justified on its one strong 
point of yield. 

GORDON BRUNS. 


The Instability of a Dependent Economy; Economic Fluctuations in 
New Zealand, 1840-1914. By C. G. F. Simkin (Oxford University 
Press, London, 1951). Pp. vii + 208. Australian price, 33/9. 


This review had best start with an apology to the author. The 
results of two years’ intensive research into statistical records, bear- 
ing on three-quarters of a century of New Zealand’s economic develop- 
ment, deserve much more careful examination than this reviewer has 
been able to give them. This is not a book which can be adequately 
assessed without the re-working of much of Professor Simkin’s con- 
scientious research. All that can be done is to record the impression 
that the material presented here in a highly condensed form will prove 
invaluable to economic historians as well as students of economic 
development and fluctuations. 

Despite its comparative shortness, the book falls into three parts. 
In the first part the author discusses alternative methods of analysing 
economic fluctuations, and decides to use external receipts, imports 
and money as substitute criteria of changes in national income. In the 
second part, the relevant statistical data are examined in order to 
assess the timing and severity of economic fluctuations. Finally, the 
whole period is reviewed from the wider viewpoint of institutional 
and political developments ‘‘in an attempt to gain a fuller and more 
connected view of the course of fluctuation’’. 

The reviewer has no methodological quarrel with this procedure. 
An incidental result of the method, however, is that the second part 
of the book is exceptionally heavy going, reminding one of nothing 
so much as the more solidly empirical productions of the National 
Bureau of Economic Research. Any reader unfamiliar with the broad 
outlines of New Zealand’s economic history would perhaps be well 
advised to start with Part III, and then to come back to Parts I and II 
after having equipped himself with the necessary background. 

Professor Simkin has concentrated on discovery and analysis of 
the facts, and has been guided in his research by comparatively simple 
hypotheses regarding income determination, which are summarized 
in Chapter I. He has resisted the temptation to speculate on causal 
and inter-temporal relationships beyond the limits of the statistical 
data. Perhaps a greater boldness would have made a more interesting 
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and readable book; on the other hand it might have reduced the 
merits of Professor Simkin’s work as a source of statistical information. 
Only occasionally does the author venture into more speculative fields, 
as on page 198, where he mentions Beveridge’s suggestion that the 
origin of British fluctuations may be found in oversea primary pro- 
duction. Professor Simkin considers the fact ‘‘that price fluctuations 
tended to be smaller than quantity fluctuations in the case of New 
Zealand exports’’ (which would otherwise tend to support Beveridge’s 
hypothesis) to be ‘‘outweighed by the fact that cycles in exports 
never preceded, but usually followed, cycles in British income’’. This 
reviewer cannot help wishing that the brief paragraphs on ‘‘The 
British Connexion’’ (pp. 196-199) had been greatly expanded. 


G. G. FIRTH. 


Wealth of Colomes. By W. K. Hancock (Cambridge University 
Press). Pp. 81. 7/6. 


Professor Hancock, in his Marshall Lectures, attempts not to 
discuss the wealth of colonies, but rather to distil some lessons to be 
learnt from nineteenth century colonial history, and to adjust his 
thoughts on colonial problems in the light of contemporary develop- 
ments. 

In his first lecture he commences by removing some of the dead 
wood that surrounds the terms ‘colony’ and ‘imperialism’—‘a pseudo 
concept’. Giving special attention to imperialism, he neatly disposes 
of Lenin’s attempt at arbitrary chronological classification in his 
attack on imperialism, and refutes his thesis that capital exports 
result in exploitation of colonial peoples. (Incidentally, Hancock 
is mistaken when he states that Lenin. did not take the trouble to 
consult Sir George Paish’s article; see Moscow edition, footnote to 
p. 101). He then seeks by examples of nineteenth century colonial 
development to provide an apologetic for the ‘magic of the market, 
and the law of comparative costs’. But as he swiftly journeys through 
Van Diemen’s Land, British West Africa, Burma and Japan, the im- 
pression is gained that Hancock has not clearly analysed his criteria 
of ‘success’ in colonial history. The lessons he deduces, however, are 
important; the need for a colony to make itself credit-worthy, the 
need for strong and stable colonial governments, and the need for 
social economy as well as political economy. 

His second lecture is concerned with post-war colonial problems 
in the light of Britain’s changed economic position, and the contem- 
porary emphasis on development in colonial policy. As importers, 
the colonies have been closely tied to British suppliers in the post-war 
world, a condition aided by the fact that Germany and Japan have 
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been unable to compete with them; but when European and Asian 
producers are able to export at prices competitive with those of British 
manufacturers, a new emphasis on imperial preference may arise. 
Will this accrue to the benefit of the colonies? Here care must be 
taken to protect colonial interests. On the export side he favours bulk 
purchasing agreements as a means of insulating the colonial economies, 
although there is a danger of price disputes resulting in adverse 
political repercussions. It would be healthier for Commonwealth 
relations if colonial politicians ‘were still flinging their curses at bad 
business men or the market mechanism’. Comparing plans of colonial 
investment with actual performance, he comes to the conclusion that 
‘the financing of colonial development ... has not up to the present 
been a real strain upon British resources; nor have the colonies, with 
one or two exceptions, received the large inputs which the orators 
have encouraged them to expect’. In his discussion of investment 
problems, however, he overlooks one important point which can be 
learnt from the Crown Colony period of New Zealand’s economic 
history : it ig not the total amount of investment that is important in 
developing colonies in a transitional stage; rather, in order to prevent 
disequilibrium and social tension, continuity of investment is neces- 
sary. 

The importance of these lectures lies in their germinal content. 
The clearly evident insight into colonial problems will stimulate a 
demand for a detailed study, which it is hoped Hancock will satisfy. 


B. G. HARDIE. 


Food and Agriculture in Madras State. By B. Natarajan. (Govern- 
ment of Madras, 1951.) Pp. xxi + 257. R.1. 


This book studies the food needs and food production of Madras 
State in historical perspective. Estimates show that the per capita 
consumption has declined greatly even over the last thirty years, 
while there is a very large deficiency (about 80 per cent.) in the con- 
sumption of protective foods. In many ways Madras provides a 
small-scale cross-section of the larger Indian problem. It has long 
been a food deficit area, importing from Burma, and so was forced 
on to its own resources by the war-time invasion of Burma. Then 
followed, as for much of India, adverse seasons, and the additional 
demands of a population growing at the recent Indian average of 1.1 
per cent. per annum. Two lines of action were adopted to meet the 
crisis in food supply, which has become chronic since 1943. The 
“Grow More Food’’ campaign was launched to achieve extra produc- 
tion, and procurement from the ryot, especially in the irrigated delta 
areas, was instituted as the basis for widespread rationing. If detailed 

E 











280 THE ECONOMIC RECORD DEC. 


statistical estimates of the productive effects of different measures 
were sufficient by themselves to ensure success, Madras would surely 
have no food problem, for Mr. Natarajan marshals a multiplicity of 
figures for tonnages from this improvement and that measure. Per. 
haps the most significant judgment is that concerning the great 
potential in extra production, which still awaits a widespread renova- 
tion of the tanks and channels of the traditional irrigation systems. 
But surely the claim, that 50,000,000 acres of irrigation could thus be 
assured is too large a figure, and 5,000,000 acres is the intended figure. 
The author is probably on firm ground in emphasising the need for 
more accurate agricultural statistical collections at the village level, 
and in advocating a partial relaxation of the most severe procurement, 
so that farmers can fulfil a quota and dispose of the rest of the crop 
themselves. Declining cultivated area of food grains and bad seasons 
are the really important contributors to the present shortage, but no 
single remedy will overcome it. If Madras were smaller it could be 
said that here in microcosm is the food problem of India. However, 
it contains one-seventh (54 million) of the population of the Indian 
Union, and exemplifies in almost every way the larger problem. 

In his comprehensive study of Madras as part of the new India, 
the author has thrown into sharp relief the problems of the whole. 
Limited resources, poor methods and slow, but steady, population 
increase are the outstanding features; one hopes that incentives and 
methods will be found to approach the problem from the other aspect 
of rational control of population, as well as from that, so ably outlined 
by the author, of present and future agricultural improvement. 

R. K. WILSON. 


United Nations Scientific Conference on the Conservation and Utiliza- 
tion of Resources (United Nations). H. A. Goddard, Sydney, 
Vol. I, pp. 431. $4.50. 


In August-September, 1949, the United Nations Department of 
Economie Affairs convened a scientific conference on the conservation 
and utilization of the world’s resources. Over 700 scientists from 50 
countries attended, and more than 500 papers were presented. This 
impressive volume of 431 pages, embodying the proceedings, mobilises 
the world’s great store of scientific knowledge about the task which 
confronts statesmen of all nations—how to raise living standards and 
at the same time conserve the basic resources on which living standards 
over the long period must depend. The primary concern of the Con- 
ference was with the practical application of science to resource, man- 
agement and use, rather than with refinements in research. 

Conservation should not be regarded as an end in itself. Re- 
sources after all are there to be drawn on. The objective is to draw 
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upon them wisely. Knowledge of the best methods in which to use 
and conserve resources is in itself a great resource, and one which 
grows with use and is enlarged by sharing. In this respect the publica- 
tion of the ‘‘ Proceedings’’ is not only a valuable reference book; it has 
provided also the basis of the technical assistance programme to the 
economically less developed countries, on which the United States is 
now embarking. 

The Conference programme was divided into six major sections, 
covering mineral, forest, fuel and energy, water, land, fish and wild- 
life resources. Tha present volume is the first of eight volumes which 
it is proposed to publish, and covers only the proceedings in the 
plenary sessions. Six additional volumes devoted to each of the fore- 
going conference sections, together with an index, are yet to come. 
Together these eight volumes should constitute one of the most 
valuable collections of authoritative data on world resources that it is 
possible to conceive—and if the size of Volume I is to be taken as a 
guide, then Volume VIII, the Index, will be an invaluable, in fact indis- 
pensable aid, to their proper use. 

The papers in the present volume traverse ground which is all 
too familiar—the critical shortages in food, forests and minerals; 
the interdependence of resources, and techniques for increasing agri- 
cultural production. But they deal in addition with undiscovered oil 
and gas reserves, with the development of new resources by applied 
technology, as for example, fat synthesis by micro-organisms in rela- 
tion to food production, wood fibres, and the contributions of chem- 
urgy. This latter was defined by Wheeler McMillan in his book, New 
Riches from the Soil’’, as an idea rather than a science, and has to do 
with the industrial utilization of plant raw materials, finding new 
uses for farm crops, making new products from crop residues, and 
looking for new crops to serve man’s expanding wants. Under this 
heading come artificial fibres from milk and chicken feathers, tyres 
from cotton and building materials from waste fibres. Chemurgy 
may well be the basis for new industrial and economic security, 
because the utilization of renewable vegetable raw materials can 
provide an inexhaustible abundance of hitherto unsuspected new 
wealth. 

From the development of new resources by such applied tech- 
nology, the various papers go on to deal with methods of resource 
appraisal ; and adoption of resource conservation programmes. Special 
sections are then devoted to methods of assessing resources in relation 
to industrialization plans and the urgent need for education in con- 
servation. 

In all, the papers in this volume are not of the highly technical 
nature that the title of the volume might suggest. Practically all are 
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clearly written and maintain a uniformly high standard. The chief 
lack, in a volume of this size, is a more detailed table of contents 
which could, with advantage, have included a brief summary of the 
main points discussed in the various papers under the different head- 
ings, though this is met to some degree by the report on the confer- 
ence by the secretary-general, which is printed in the introduction. 

In brief, a highly creditable and extremely useful volume which 
integrates a range of authoritative information and knowledge that it 
would be impossible for any single author to amass in a single work. 
By the inclusion of summaries of the discussions which followed each 
paper, the reader’s own critical faculties are aroused in respect of each 
of the expert testimonies here submitted, viz.: that this need not, if we 
applied ourselves intelligently to the real tasks before us, be ‘‘a 
hungry world’’. 

ALBERT DATE. 


Planning of Post-War Economic Development in India. By N. V. 
Sovani (Gokhale Institute of Politics, in co-operation with the 
International Secretariat, Institute of Pacific Relations, 1951). 
Pp. xi +106. R’s. 3-8-0 or 5/-. 

Economic Problems in Indian Agriculture. By Mahesh Chand (Vora 
and Co. Ltd., Bombay, second edition, 1950). Pp. 271. R’s 5 
or 8/6. 


The operations of the International Bank for Reconstruction and 
Development, ECA activities and projects under the Expanded 
Technical Assistance Programmes make it increasingly clear that the 
lack of efficient administrations to plan and implement national pro- 
grammes presents a major obstacle to economic development. It is also 
apparent that under the pressure to achieve early results, inter- 
national agencies are giving insufficient attention to this problem, so 
that a great deal, perhaps most of the international assistance for 
economic development, may well be lost in the maze of political and 
administrative confusion. Scared into action by a competing ideology, 
and having started thirty years late, the advanced countries of the 
West are bustling hard to make up lost time. 

Mr. Sovani’s report on economic planning in India is therefore 
timely; for it aims at a frank evaluation of economic planning in 
India both by the Central Government and the various Provincial 
Governments. Since India is administratively among the best 
equipped of the ‘‘under-developed’’ countries, the lessons to be 
learned from Indian experience are salutary. 

The first three sections of the volume describe the formation of 
government policy and the development of central and provincial 
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government plans since India achieved independence in 1947. This 
is the least satisfactory part of the book. It provides a useful source 
of reference to the opinions and recommendations of various commit- 
tees or commissions, and brings into relief certain of the inadequacies 
and inconsistencies; but the discussion leaves the reader in some con- 
fusion as to what has been adopted or what simply proposed. The 
book would have been much improved by a summary analysis of the 
plans as of the date of writing, the methods proposed and the admin- 
istrative machinery established. 

Mr. Sovani’s exposition of the reasons why, in his opinion, plan- 
ning has failed is more coherent and convincing. The partitioning of 
India, lack of constitutional powers by the Central Government, 
vis-a-vis the Provinces, inadequate statistical and other information, 
romantic and unrealistic expectations as to what could be achieved 
having regard to existing economic, social and political limitations, 
failure to co-ordinate between departments and between State and 
Provincial Government, and lack of skill in formulating long-run and 
intermediate targets are among the reasons for failure. Apparently 
also sectional pressures resulted in inconsistency, for example, in 
respect of price control, crop planning, and external trade policy. 
Behind the failure to control inflation, apply price controls, and, in 
general, sufficiently to extend participation by the State in economic 
affairs, Mr. Sovani sees the influence of ‘‘capitalist’’ elements. In a 
frank and clearly expressed foreword, Mr. D. R. Gadgil comments 
on the ‘‘failure of influential leaders in the ruling political party to 
agree upon a common basis for planning’’ so that economic policy has 
been left to the ‘‘chance result of a number of forces’’. Economists 
might do well to pay greater attention to his dictum that planning 
for economic development ‘‘is at least as much a political and socio- 
logical problem as an economic one’’, and give fuller consideration to 
political and sociological factors as data. 

Mr. Sovani has some useful things to say on international aspects 
of economic development: for example, on the absorptive capacity for 
capital imports, on the desirability in the region of South-East Asia 
of promoting complementary rather than competing national pro- 
grammes, and on the motives and attitudes expressed in United States 
policy in the light of the conflict between the U.S.A. and the U.S.S.R. 
“Giving of aid on the basis of immediate political or military consid- 
erations . . . does not advance the American cause’’. 

Mr. Mahesh Chand’s book covers virtually the whole range of 
economic problems of Indian agriculture. It provides a wealth of 
factual information and possesses the special merit of placing eco- 
nomic and technological factors in the very complex social and insti- 
tutional setting of the Indian countryside. It therefore serves to bring 
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out the difficulties in the problems of planning and administration 
dealt with by Mr. Sovani, and the kinds of services which must be 
provided to agriculture if the foundations of economic development 
are to be secured in increased production of food and raw materials. 
Mr. Chand’s style is discursive, and his English prose hardly of the 
conventional pattern; but this is not unattractive as a change from 
the brittle models of current orthodoxy. Moreover, it suggests an 
intimate knowledge of what he is talking about and conveys an impres- 
sion of a certain wisdom born of this knowledge which makes up for 
the lack of conciseness and—at times—clarity. 

For English speaking readers outside of India, the publishers 
of such a book would render a service by appending a glossary of 
Indian terms and of various units of measurement. Somewhat more 
attention might be paid to spelling and proof reading. 

Both books would have been improved by an index. 


H. BELSHAW. 


Germany: An Experiment in ‘‘Planning’’ by the ‘‘Free’’ Price 
Mechanism. By T. Balogh (Basil Blackwell, Oxford). Pp. 72. 
3/-. 

Mr. Balogh’s views on economic policy in Western Germany 
have proved to be highly controversial. Consequently, the paper under 
review had a mixed reception. 

In June, 1948, a drastic currency reform took place in Western 
Germany. This reform was accompanied by a general lifting of 
economic controls. Many people, both in and outside Germany, attri- 
bute to these measures the economic recovery that took place imme- 
diately afterwards. 

It is the author’s aim to prove that the results have not justified 
the abolition of controls. According to him, the currency reform was 
unnecessarily harsh and socially unjust. The decontrol, says Mr. 
Balogh, accounts for none or little of the improvement in production. 
In his opinion, the deflationary policy that followed the measures 
caused severe unemployment, which could have been prevented in a 
controlled;economy. Taxation reforms, according to the writer, have 
been particularly unjust. 

It cannot be denied that Mr. Balogh shows a good deal of know- 
ledge of the facts of economic development in Western Germany in 
recent years. However, the conclusions which he draws from these 
facts in connection with economic policy are not generally shared. 
A revival in industry followed the disputed decontrol in Germany. 
This fact in itself, of course, does not prove that the one was directly 
caused by the other. 
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In the meantime conditions in Germany have greatly changed. 
There can be no return to the conditions which existed before the 
decontrol. It is therefore impossible to prove Mr. Balogh’s thesis that 
even better results would have been achieved in a planned economy. 
In this matter we have to keep in mind that the ‘desirability’ of some 
results is to some extent a matter of political inclination. 


A. J. REITSMA. 


Das Osterreichische Investitions-Programm 1950-52 (The Austrian 
Investment Programme, 1950-52). Vienna, 1950, pp. 199. (No 
publisher indicated. ) 


An official publication of a programme worked out by the central 
office for E.R.P. matters in the Austrian Prime Minister’s Depart- 
ment in co-operation with other Government Departments and with 
representatives of private enterprise. As pointed out in the first 
(general) part of this book, the programme intends to distribute the 
available public means, particularly the E.R.P. counterparts, and to 
direct and co-ordinate the entire public and private investment activi- 
ties. The resurrected Austrian Republic has a very difficult task in 
the economic field, as the Austrian economy is still suffering from the 
results of the dismemberment of the Austro-Hungarian monarchy 
after World War I, the Great Depression of the 1930’s, the incorpora- 
tion of Austria into Germany in 1938, and her separation in 1945, 
the consequences of the recent war, with tremendous destruction and 
damages in 1944-45, and from starvation in 1945-47. At present the 
occupation by four allied powers and the fact that Russia has taken 
over and is running some of the most important firms in her zone as 
‘‘German assets’’, is adding to Austria’s economic difficulties. The 
programme is based on the prices of the second quarter of 1950, which 
means it is built on quicksand, for the present Austrian price inflation 
is one of the worst in any country. According to International Fin- 
ancial Statistics, wholesale prices in Austria (1937 = 100) were 516 
in May, 1950; 709 in June, 1951; 779 in July, 1951; retail prices 438 in 
May, 1950; 551 in June, 1951. The exchange rate between the Aus- 
trian schilling and the dollar, however—and Marshall Aid is naturally 
based on the dollar—has not been changed (1 dollar = Austr. sch. 
21.49). 

In the distribution of the volume of investments, those invest- 
ments have been preferred which, in the short run, by increasing 
exports and decreasing the need for imports, directly or indirectly, 
ease the balance of payments problem. Such projects are those of 
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the power industry, the iron and steel industry, the main export 
industries and foreign tourist traffic. It is stressed that counterparts 
are distributed according to the highest possible quota of their own 
means or of private finance which the enterprise concerned can con- 
tribute. About 90% of the whole economy is directly affected by the 
programme. The gross investment volume for 1950-52 (the last year 
of Marshall Aid) is 28.7 milliard Austr. sch., or 22% of the gross 
national income, which is supposed to rise by 10% up to 1952. Of the 
net investment amount of 18 milliard sch. up to 1952, 41% are financed 
by private enterprise, 35% from counterparts, and 24% from other 
public means. 

In, 1949 Austria imported goods and services worth 620m. dollars. 
Austria was not able to pay more than 310m. dollars in foreign cur- 
rency, therefore she needed another 310m. dollars in credits and 
gifts. The full implementation of the investments planned for 1950-52 
would raise the value of exports by 2.2 milliard Austr. sch., and reduce 
imports by 2 milliard sch., therefore improve the balance of pay- 
ments by 4.2 milliard sch., or 200m. dollars, i.e., 2/3 of the 1949 balance 
of payments deficit. ; 

The second section (pp. 22-199) presents an instructive survey 
of the Austrian economy and a detailed programme of investments 
according to industries, of which those requiring the greatest invest- 
ments are the following: Agriculture and forestry, to which 20.7% 
of the means invested are allotted; coal mining, as the lack of black 
coal necessitates the spending of much foreign currency for imports; 
power generating—hydro-electricity is one of the most important 
assets of Austria, and its development will require sch. 2910m. from 
1950-52; iron and steel industries, including iron mining, for which 
sch. 1088m. investments are planned; textile and clothing industries, 
very significant for exports (sch. 685m. investments) ; the cellulose 
and paper industry, another important export industry; railways, 
which suffered particularly severe war destruction and damage and 
will require investments of sch. 1190m.; roads and bridges (750m.) 
investments ; finally tourist traffic, which, before the war was able to 
cover nearly the whole of the balance of trade deficit, and requires 
sch. 960m. net investment. 

It is interesting to note how a country like Austria, which is so 
much emphasizing the importance of private enterprise, and is prob- 
ably less socialist in principle than any other Central or West Euro- 
pean country outside the Iron Curtain, is compelled by the force of 
circumstances to undertake the most elaborate planning in its economy, 
as the book under review proves. 

F. SCHNIERER. 
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Principles of Economics. By Carl Menger. Translated and edited 
by James Dingwall and Bert F. Hoselitz, with an introduction 
by Frank H. Knight. (The Free Press, Glencoe, Illinois, 1950.) 
Pp. 328. $5.00. 


It is eighty years since the publication of Carl Menger’s Grund- 
satze der Volkswirtschaftslehre. The appearance, after such an in- 
terval, of an English translation of this famous work is appropriately 
greeted either with an extensive estimate of the work of Menger and 
the Austrian school, or (as here) with a mere announcement for the 
benefit of libraries and specialist students. The fact is that had it 
been translated in 1871 it. would no longer be widely read to-day any 
more than Jevons’ Theory of Political Economy of the same year is 
now read. It would have been, and will be, now read only by those 
students of the history of economics to whom Menger’s German was 
impenetrable. But at a time when the bright theorists are burying 
utility theory, the historically-minded student will read with an added 
interest one of the three books which, as it happened, effectively 
ereated it. As it happened; because there would have been utility 
theory without Menger, or for that matter without Jevons and Walras; 
although there may well have been no Austrian school of economists. 

Why was not the Grundsdtze translated into English before it 
had become a classic, i.e. a book which everyone has heard of, but only 
specialists will read? There is apparently some doubt about the 
legend that Menger himself was unwilling to permit it. Yet the fact is 
not really so surprising as some have thought. In England very few 
in 1871 were reading economic works written in German, and the 
names which were to some extent known in the 1870’s were those of 
the historical school. Further, it took eight years for Jevons’ Theory 
of Political Economy to reach a second edition. Nor were the Americans 
interested in utility theory. There just was not a market in that 
decade for a translation of an odd new theory, written moreover (it 
appears from the comments of the present translators) in singularly 
obscure German. By the time that everyone was talking utility 
theory, Menger’s work was already over a decade old, its propositions. 
taken as read; and the more interesting and recent work of Menger’s: 
pupils seemed more appropriate for translation. 

This is, of course, a book which must automatically be ordered 
by libraries. The translation reads well; and the book, as a mere 
book, is very elegantly, if a shade pretentiously designed. 

Frank H. Knight’s introduction has many penetrating observa- 
tions to be glimpsed between the rash of ordinary words in quotation 
marks, a symbol, in his late prose style, of scorn for vulgar meanings 
which is all-pervasive. 
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If Menger himself had worked with a tactful translator, surely 
he would have been persuaded to change one of his central examples. 
It must always seem not quite happy, to English readers, that to 
illustrate the attainment of the position of the greatest gain from 
exchange for both parties, Menger should have chosen an example 
involving horse-trading—and between ‘‘ American frontiersmen’’ too. 


J. A. LA NAUZE. 


Die Grundlagen der Nationalokonomie. Encyklopadie der Rechts— 
und Staatswissenschaft. By Walter Eucken (Foundations of Eco- 
nomics, sixth revised edition). Springer-Verlag, Berlin-Gottin- 
gen-Heidelberg, 1950. Pp. 279. 


Walter Eucken! was born in Jena on January 17th, 1891, and 
died on March 20th, 1950, in London, where he had been, invited on a 
lecture tour. His father was the prominent German philosopher, 
Rudolf Eucken (a Nobel laureate), and the philosophical trend in 
Walter Eucken’s books on economies can probably be explained by 
this inheritance. Walter Eucken started his career as a university 
teacher at the Berlin University in 1921, in 1925 he was elected Pro- 
fessor of Economics at the University of Tubingen and in 1927 at the 
University of Freiburg. At the latter university his main works were 
written, beginning with Kapitaltheoretische Untersuchungen, pub- 
lished in 1934. 

The first edition of the book under review was published in 1940. 
Due to the war it became available only in Germany and in countries 
occupied by Germany. Economists in occupied countries viewed the 
book at first with some suspicion. There were two main themes in the 
book, and both created a cautious attitude. The first one was the 
programme of the author to reconcile economic theory and economic 
history, or what he called the Great Antinomy ; the second main theme 
was a discussion of two contrasting types of economic system: the 
centrally directed economy and the exchange economy. The economist 
of 1940 and later in occupied Europe was inclined to regard the 
first as a new teutonic attempt to graft some approaches of the Insti- 
tutionalists? on the remnants of the teaching of the historical school, 
and the second as an attempt to create a theory for the Nazi and 
Communist (then fraternizing politically and spiritually) ‘‘centrally 
directed economy’’ in order to prove its advantage over old-fashioned 
capitalist ‘‘exchange economy’’. Scholars who knew Eucken’s article, 
‘*Die Uberwindung des Historismus’’ in Schmoller’s Jahrbuch, 1938, 


1. For a short biography of Professor Walter Eucken, cf. Anton Zottman, ‘Walter 
a in memoriam”, Weltwirtschaftliches Archiv, 1950, Band 1950, Heft 2 

Cf., for instance, J. R. Commons, Institutional "Economics (New York, 1934), Dp. 

719, se seq. 
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hesitated to rush to the first conclusion. A thorough study of the 
book convinced also a great number of the critical economists that the 
book was not the work of an apologist of Nazi-Communist economics, 
but an honest attempt to reconcile economic history with economic 
theory, and also to put in its proper place the new forms of directed 
economy which had come into being in states notwithstanding their 
political structure. 

Still there remained much scope for attacks and queries. Some 
readers were puzzled by the first sentence in the preface of the first 
edition : ‘‘This book is not a methodological book’, which it was and is 
despite that bold declaration. Other readers got the impression that 
the invitation of the author to study economic life in preference to 
books on economies meant a demand to ignore the edifice of economists, 
built during several generations. Such an invitation seemed again 
to be politically tainted. In the preface to the second edition (1941), 
and even more distinctly in the third edition (1942), the author made 
it clear that his intention was merely to challenge the economists to 
study the economic reality in life and not in books only. On these 
and other topics the controversy in reviews, articles and meetings of 
economists continued, and the created interest made the fourth and 
fifth edition necessary. The year of the fifth edition (1947) is signi- 
ficant. The ‘‘thousand-years-to-last-state’’ had collapsed, and the 
author wrote in the preface: ‘‘The great changes which we experi- 
enced recently did not result in any changes of this book’’. This 
sentence reveals satisfaction of a scientist being able to disprove any 
suspicion of his scientific objectivity and integrity. The fifth edition 
and the sixth edition are also bibliographical evidences of the great 
changes mentioned by the author. All previous editions of the book 
had been published by the well-known publisher, Gustav Fischer, at 
Jena. After the occupation Jena disappeared behind the Iron Cur- 
tain, and the fifth edition was published by Helmut Kipper, Godes- 
berg, in 1947, with the annotation ‘‘by agreement with Gustav 
Fischer, Jena’’, but the sixth edition was published entirely by 
Springer, with full copyrights, in 1950. 

English speaking economists probably were introduced to 
Eucken’s book for the first time by Professor F. A. Lutz in 1944.3 
The author himself wrote for the English reader on one of the themes 
of the book under review (on the theory of the centrally administered 
economy) in 19484. The interest in the book in the English speaking 
world was sufficient to induce the publication of an English transla- 
tion by T. W. Hutchison, with an introduction by Professor F. A. 


_3. F. A. Lutz, “History and Theory in Economics”, Economica, November, 1944 (New 
Series, vol. xi, No. 44), p. 210-14. 
4. W. Eucken, “On the Theory of the Centrally Administered Economy, an Analysis 


of the ‘a Experiment”, Economica, May, 1948, and August, 1948 (vol. xv, No. 58 
an 5 : 
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Lutz, in 1950 (William Hodge and Co., London). The English edition 
bears the subtitle: ‘‘ History and Theory in the Analysis of Economie 
Reality’, which is not mentioned in any of the German editions, but 
aptly describes the intentions of the author. The very existence of 
this English translation makes it unnecessary to give a summary of 
the content of the book in this review. 

As an attempt to combine economic history and economic theory 
the book will command the interest of the historian as well as of the 
economist, while as an attempt to contrast the various forms of the 
centrally directed economy, and the exchange economy, it will attract 
students of the theory of economic policy. For readers who think that 
there is a useful purpose to be served by methodological discussions on 
economics, the book will be of great interest, although readers not 
familiar with the deluge of hundreds of German constructions of 
““stages’’ and ‘‘styles’’ will not understand why so much space is 
devoted to discard those. Readers whose arsenal of classification of 
types is borrowed from Max Weber, will find it difficult to adopt 
Eucken’s distinction between real types and ideal types, as used and 
not sufficiently clarified by him. 

On the other hand, the English reader will find a familiar approach 
in Eucken’s classification of forms of markets (p. 111 of the sixth 
edition, p. 158 of the English translation), because in 1943 a similar 
classification was developed independently by E. R. Walker.® 

Eucken’s ideas were probably first presented to students of 
economics in Australia at the University of Melbourne in 1948. Pro- 
fessor W. Prest, of the same University, as early as 1942, expressed 
some views which open at least one avenue to develop Eucken’s ideas 
further.’ The writer of the present review believes that there are 
many such possibilities of developing Eucken’s ideas further, and 
this probably is the main significance of his book. Certainly, the 
economist whose methodological creed makes him regard an attempt 
to combine economic history and economic theory as impossible, or 
perhaps even as harmful, will not agree to this statement. 


E. DUNSDORFS. 


Capital Imports and the American Balance of Payments, 1934-39. A 
Study in Abnormal International Capital Transfers. By Arthur I. 
Bloomfield (University of Chicago Press). Pp. xiii + 340. $6.00. 


Analysis of abnormal international capital movements has gene- 
rally been based on the experience of nations which, by the nature 


5. For some of the “‘stages” cf. N. S. B. Gras, “Stages in Economic History’, Journal 
of E ic and Busi: History, vol. II, No. 3 (May, 1930). 

6. E. R. Walker, From Economic Theory to Policy (Chicago, 1943), p. 60. 

7. W. Prest, ‘‘War-Time Controls and Post-War Planning, Economic Record, Vol. 
xviii, No. 35 (December, 1942) and “Controls, Socialism and Private Enterprise.” The 
I.P.A. Review, January-February, 1951, vol. v, No. 1. 
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of their economic structure, are likely to have a sensitive reaction to 
significant imports or exports of liquid balances. Case-studies of 
this nature, and theoretical analysis based on them, have gone far 
towards developing a general theory of investment and the balance 
of payments which is sufficiently flexible to take account of the 
pathology of ‘hot money’. Viner, Tinbergen and A. J. Brown 
appear to have made the major contributions to this development, 
apart from that of Keynes. 

Dr. Bloomfield’s contribution is a significant one, in spite of the 
apparently left-handed nature of his approach. His study is based 
on the experience of the nation which, as he most lucidly demon- 
strates, is of all nations the most insensitive to such influences. As 
an exercise in technique, it is extremely useful. The fundamental 
elasticities which determine income and price effects of imports of 
capital, and the processes of the money market which transmit these 
effects, are exhaustively analysed. It is shown that the effects, in this 
case, are comparatively slight, because of the United States’ low 
propensity to import, low foreign trade multiplier, and the neutralising 
effect of ‘normal banking practice’. This conclusion is by no means 
insignificant, and it has probably not been given sufficient weight 
in more general studies of the question. 

Dr. Bloomfield’s treatment of income and price effects in more 
vulnerable economies (which in this period were generally losing gold 
and liquid balances), is less exhaustive. Since previous work in the 
field has generally been concentrated on such cases, and since the 
documentation is excellent, little is lost by it. But the result is an 
apparent lack of balance which might have unfortunate consequences 
for inexpert readers who do not follow up references to other authori- 
ties. The bulk of the data and argument based on them are taken up 
with matters internal to the United States; yet the theoretical con- 
clusions and implications made for balance of payments policy derive 
their significance mainly from the economic structure of other 
countries. 

The author, by his academic and administrative experience, is 
singularly well qualified to assess the working of the world’s money 
market under the pressure of inflows of highly liquid capital, during 
the period in which its central position in international finance was 
being consolidated. His case-analysis makes readily available a com- 
prehensive collection of statistical data which is invaluable for the 
study of the international ramifications of dollar finance. The data 
are admirably presented, and the implications relating to current 
practice in the control of liquidity in the United States are clearly 
drawn. 

K. A. BLAKEY. 
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Soviet Trade with Eastern Europe, 1945-49. By Margaret Dewar 
(The Royal Institute of International Affairs, 1951). Pp. vii + 
123. 8/6 sterling. 


The author of this book had to contend with many difficulties, 
and from these spring many limitations. First of all there is a lack 
of data, since soon after the war all economic data, even the prices 
of goods and quantities sold to various countries, became the highest 
State secrets. Hence there is a great reliance for information on 
such sources as speeches of unreliable politicians and their equally unre- 
liable mouthpiece, the Press. This leads to some inconsistencies not 
always pointed out by the author. 

Margaret Dewar starts from a statement that the German occu- 
pation of some of the East European countries and an effective control 
of others, led to a change in the pattern of their industries, viz. a shift 
from consumer goods to heavy industry. The tenor of the book seems 
to be, that the East European countries found it advantageous to 
switch most of their trade to the Russian market, because allegedly 
the West would not be keen to take their new exports, nor even such 
old export as coal. The Soviet share in the trade of Eastern Europe 
is shown to have increased fourteen times after the war, compared 
to the pre-war volume, which gave Russia a predominent position of 
as much as 90 per cent. of the trade of some satellites. This enormous 
share is then shown to have fallen somewhat by 1948 and is predicted 
to rise again in 1949. 

There is a curious inconsistency in the book. While suggesting 
that the increased trade with Russia was advantageous to the satel- 
lites, the book gives many examples where the Russians pay much less 
than the world prices (hence the need to keep those figures secret). 
Two examples of this will do here. Polish coal is said to be sold to 
Russia at a ‘‘special price’’. Only in the footnotes is there a mention 
of a statement by a former satellite cabinet minister, Mikolajezyk, that 
Russia paid for Polish coal only $1.25 a ton, whereas Sweden and 
Denmark offered $12 and $16, respectively, plus credits. Bulgaria is 
getting from Russia $110 per kg. of attar of roses, at the free exchange 
rates, at the same time when the world market price is $1200 per kg. 
There are in the book numerous other examples. It seems fairly 
obvious then that in those cases trade does not follow the economically 
most advantageous channels, but is directed by some other force. A 
direct proof of this is that trade with Yugoslavia was deemed to be 
advantageous before the quarrel with the master, and disadvantageous 
immediately after the quarrel. Further, Margaret Dewar herself 
gives various examples of sheer pressure on satellite politicians nego- 
tiating the terms of trade. She says that various East European 
politicians tried to resist unfavourable terms and (again in the foot- 
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notes) she gives among other examples, that of the executed Bulgarian 
Vice-Premier, Traicho Kostow, who was charged in 1949 with an 
“insincere and unfriendly policy towards the Soviet Union’’, with 
arguing on the point of the exchange rate of the rouble and on the 
prices of Bulgarian and Russian goods. 

The problem of trade of each East Eurpoean country with Russia 
is discussed separately and it is shown how the Russian share of 
trade had been falling after the immediate post-war period passed. 
This is ascribed to the fact that Russia was unable to supply capital 
equipment to her satellites, and the latter had to rely on Western 
trade for the execution of their Economic Plans. Russian supplies 
seem to have been mainly raw materials (cotton, iron ore, some metals, 
ete.), which are turned into manufactures by the satellites and a part 
of the finished product is sent back to Russia as payment. 

Perhaps the most interesting contribution of the book is the infor- 
mation on the ‘‘joint companies’’ formed by Russia in the satellite 
countries. They are supposed to be managed on a fifty-fifty basis, 
but the ‘‘decisive post of the general manager’’ is always held by a 
Russian, who has all the power since the directors meet only once a 
year. These companies enjoy great privileges relatively to the other 
purely national enterprises. They are exempted from duties, income 
tax and many other taxes and dues, they are exempted from import 
control and from foreign exchange control. The Russian Govern- 
ment participates in the profits, but not in the losses. The Russian 
contribution to the capital of the companies is overvalued, and in 
most cases it took the form of the German and Italian assets in the 
satellite countries, which Russia claimed as reparations. 


K. BIEDA. 


India’s Population, Fact and Policy. By S. Chandrasekhar (2nd 
ed., Indian Institute for Population Studies, Annamalai Uni- 
versity: Chidambaram, India, 1950). Pp. 170. 


The first edition of this work was published in 1946 as an ‘‘intro- 
duction to the Indian population problem for American readers’’. The 
author, having discovered that even honours students in Economies in 
Indian universities know little of Indian demography, has now pro- 
duced a second edition primarily for home consumption. Dr. Chan- 
drasekhar has attempted to fit his data to the new Dominion of India 
and to incorporate population estimates for 1951. The results are 
not entirely satisfactory, and the reader who attempts to follow the 
statistical tables is left with a somewhat confused picture of the 
population of the provinces of India before partition on the one 
hand and of the Indian union after partition on the other. The task 
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of checking the figures is rendered difficult by the unfortunate habit 
of changing the order of the provinces in different tables. There also 
appears to be a number of inconsistencies in the text. For example, 
on page 19 the population of the (pre-partition) provinces in 1941 is 
given as 295.8 million, yet the addition of provincial figures given in 
Table 3 on page 20 yields a total of only 286.08 million. Again, on 
page 21 in Table 4, India’s Population by Provinces and States, Dr. 
Chandrasekhar gives an estimated population in 1951 of 12 areas. 
Addition yields a total of 252.69: million; but on page 22 (after in- 
structing the reader on page 21 that India applies to the ‘‘ Indian 
Union”’ i.e. excluding ‘‘Pakistan and the French and Portuguese 
establishments’’, but including the princely states which acceded to 
the Union) he states that ‘‘India’s population’’ is today ‘‘about 350 
million’’. Clearly then Table 4 does not mean what it says, but refers 
only to the British provinces incorporated in the Indian union. 

These inconsistencies have undoubtedly been caused by the 
author’s attempt to remodel his original work, with the minimum of 
textual alteration, but with the maximum speed, to take account of a 
political reorganization of great complexity. They do, however, make 
the reader cautious about accepting many of the social and economic 
statistics given later in the text. Admitting that Indian statistics are 
inadequate, and that the task of fitting them to the new territorial 
boundaries of India is not easy, one still feels that Dr. Chandrasekhar 
has been unduly careless in his handling and presentation of them. 

Nevertheless, while criticism of some of the factual aspects may 
be justified, the section on policy provides much thoughtful material 
of a non-statistical character regarding the economic, social and 
medical aspects of India’s population problem. In Part III (pp. 115- 
152) Dr. Chandrasekhar reveals clearly the urgency and complexity 
of the task of economic and social planning which the government of 
India must face if the growing population is to average three adequate 
meals a day instead of the two inadequate ones which current income 
can provide. 

W. D. BORRIE. 


The Chinese in South-East Asia. By Victor Purcell (Royal Insti- 
tute of International Affairs—Oxford University Press, Lon- 
don, 1951). Pp. xxxvii + 801, with 2 map folders. 50/- stg. 
This book is an outstanding and most useful compilation. In 

addition to 54 chapters and a conclusion, it contains five appendices 

and a postscript, a list of authorities which extends over 31 pages, 
and an index covering 57 pages (Appendix I, on the southern dialects 

of Chinese, is by R. A. D. Forrest). The volume is preceded by a 
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three-page note on nomenclature and spelling, in which the author 
mentions that although the R.G.S. Il System was followed when- 
ever possible, many inconsistencies had to be tolerated. 

The body of the book is divided into a first part of four chapters 
on the area as a whole, and seven parts of a varying number of 
chapters on the Chinese in each geographical unit. 

Chapter I outlines the distribution of Chinese in south-east 
Asia, and gives some useful estimates for 1947. Chapter II outlines 
early Chinese contacts with south-east Asia, prior to the sixteenth 
century. Chapter III discusses the factors that may have led to 
Chinese emigration, and stresses the development of foreign trade 
in Canton as a very powerful factor in this regard; the region 
around Canton still supplies most of the Chinese migrants to south- 
east Asia. Chapter IV deals with some general aspects of Chinese 
society, e.g. family economic relations, education, religion, ete. 

Chapters V to VIII deal with the Chinese in Burma, Chapters 
IX to XIX with the Chinese in Siam, Chapters XX to XXIV with 
the Chinese in Indo-china. The discussion continues with the 
Chinese in Malaya (Chapters XXV to XXXIV), British Borneo 
(XXXV and XXXVI), Indonesia (XXXVII to XLVIII) and the 
Philippines (XLIX to LIV). The treatment is made somewhat 
uniform by devoting the first chapter of each section to Demography, 
the chapter or chapters that follow to History, and whenever pos- 
sible another chapter or two to social and economic aspects of 
Chinese life in the country concerned. Unfortunately this arrange- 
ment is upset by the addition in each case of one or more chapters to 
bring the narrative up to 1948. These chapters appear to be ‘‘ tagged 
on’’ and do not always fit in smoothly. In addition, in the reviewer’s 
opinion, they rely too heavily on press reports. 

This peculiar arrangement appears in minor details as well, 
and exacts some mental leapfrogging which the reader may not 
always be willing to perform. The chapters on the Chinese in Siam 
run through 75 pages, in which the terms ‘‘Siamese’’ and ‘‘Thai’’ 
are mentioned indiscriminately, before a footnote is given (on pp. 
174-175) on the changes of name that took place in that country, 
from ‘‘Siam’’ to ‘‘Thailand’’ and vice versa. 

On p. 175 one reads a quotation to the effect that ‘‘hundreds 
were being called in the tong probes’’, and wonders what it is all 
about, until at the foot of pages 176 and 177 one meets an explana- 
tion of the expression, which, in the opinion of the author, needs 
much more clarifying. But why then expect the reader to read 
two full pages of text, in which the terms ‘‘tong’’ and ‘‘probes’’ do 
not occur any more before supplying him with an explanation? 
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Another example of carelessness is found on p. 218, where it is 
stated that ‘‘the total of these two kinds of half-castes came to 
141,430 (figures for 1921 for Sino-Cambodians and of 1931 for Minh- 
huong)’’, thus adding figures which were separated by a whole 
decade to give an apparently accurate total. 

It would be unfair to stress any further details of this kind. 
The book is extremely useful, it is very well produced, and any 
student of Asian affairs would be proud to have it on his shelves. 
Pruning, trimming and streamlining may well wait for a second 
edition, to which we should all be looking forward. 


J. GENTILLI. 


Oversea Settlement. By G. F. Plant (Oxford University Press). 

Pp. vi +186. 26/9 (Aust’n). 

Prior to Mr. Plant’s retirement. in 1937 he had been Secretary of 
the Oversea Settlement Committee appointed by the United Kingdom 
Government in 1918 (and of its successor, the Oversea Settlement 
Board). r 

This work surveys the history of oversea migration from the 
United Kingdom, from Sir Humphrey Gilbert’s unfortunate New- 
foundland experiment in 1583 right down to the present day. 

Due attention is paid to the various policies adopted to encourage 
the settlement and development of the Empire overseas from Eliza- 
bethan and Stuart times onward. Special discussion occurs of the 
work of 19th century leaders of thought in this field, such as Wilmot 
Horton (Under-Secretary of State for War and the Colonies from 
1821 to 1827) and his somewhat unorthodox critic, Edward Gibbon 
Wakefield. 

Coming to the present century, our author describes and evaluates 
the work of the numerous official and voluntary philanthropic bodies 
that have functioned in this connection, describing the various changes 
in the legislation and the reasons therefore. He uses the past as a 
guide in formulating his own views on future policy in such matters 
as migration and the transfer of industries. The recent Report of the 
Royal Commission on Population has not been overlooked in this 
connection. 

On the question, for example, whether the United Kingdom can 
afford to spare migrants for the Dominions when she is already intro- 
ducing foreigners to man certain of her own industries, he inclines to 
the view that it is better for Britain to invite the help of foreigners in 
this way than that she should hold back people desirous of settling 
in the oversea Dominions: for to the extent that Britain cannot supply 
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the Dominions with new settlers needed by them, the Dominions are 
likely to obtain such settlers from foreign sources. Britain, with her 
larger population, would feel the impact of foreign settlement less 
than a Dominion. 

The work, being in the main descriptive and evaluative of official 
policies, makes no pretensions to a systematic discussion of various 
economic problems such as the relation between the volume of migra- 
tion and the course of the trade cycle, though such matters are 
touched on incidentally. 

At times the logic of the reasoning seems to the reviewer to leave 
something to be desired. Thus on page 2 we read: 

There is no doubt that Canada, Australia, New Zealand, South 
Africa and Southern Rhodesia could, without undue strain to their 
social and economic systems, absorb at least two or three times their 
existing numbers. Australia, for example, according to one eco- 
nomist, could absorb 20 million people on the assumption that not 
more than one-quarter of the habitable area is at present suitable for 
closer settlement. Not only could the Dominions absorb these addi- 
tional people, but they need to do so if they are to develop their 
political, economic and social life to the best advantage and if they 
are to play an effective part in the matter of defence’’. 

There is doubt in the case of New Zealand, where in several cities 
it is a rarity to see a single advertisement offering a house to let, 
whereas there are frequently columns of heart-rending advertise- 
ments from people seeking homes; and where, furthermore, it has 
frequently been stated by the Minister for Railways (Hon. W. S. 
Goosman) that the North Island main trunk railway is unable to 
earry all the traffic offering despite recent partial duplications, pro- 
vision of new crossing loops, and 26 miles of electrification. Again, 
the ‘‘economist’’ referred to is a gentleman well known as a geo- 
grapher in both Australia and Canada, but for whom the title given 
ean find no justification in Who’s Who: indeed, it would seem 
here and elsewhere that our author has succumbed to the temptation 
to so describe anyone whose views are peculiarily acceptable to the 
author. 

There is an occasional slip in matters of detail; e.g. on page 41 
Mr. Plant, in referring to the Canterbury settlement’s early difficul- 
ties, surely overlooked that Canterbury received her first settlers in 
December, 1850, when he claims that ‘‘after years of hardship it 
seemed that everything must end in failure. But at the crucial 
moment the opening of the goldfields in Australia in 1851 provided 
the New Zealand settlers with markets for their produce and they 
were able to become properly established’’. 
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These are minor points, and many will welcome this book to 
their shelves as a valuable reference work. 
E. P. NEALE. 


Grossstadt Forschung. By E. Pfeil (Walter Dorn, Bremen, 1950). 
Pp. 272. 8 DM. 


This is volume 19 of the publications of the Institute for Research 
into Country and Town Planning. 

With the destruction of so many cities and industrial establish- 
ments during the Second World War, Western Germany has a chance 
of re-establishing its economic and social life on an ‘‘orderly, planned 
basis’’. A great deal of recent academic work deals with these com- 
plicated matters. 

In a very thorough study, the problems of the Grossstadt (cities 
with more than 100,000 inhabitants) are examined. The sub-title of 
the book is ‘‘Problems, methods and results of a science which could 
be of use for the rebuilding of City and Country’’. 

The first part is a historical description of the development of 
the many sciences (starting with social hygiene) which constitute the 
modern ‘‘grossstadt forschung’’. Going back to John Graunt, who in 
1662 critically examined London’s birth and death registers and tried 
to come to certain conclusions; E. Halley (1693) and Sir William 
Petty, who, in his Essays on Political Arithmetic discussed the growth 
of London’s Population (1686), the many contributory sciences are 
traced up to 1900. 

Since 1900 scientific workers have studied the problem of the 
Grossstadt as a whole, and not only some of its phenomena. The pre- 
sent author discusses critically the main works written before 1949. 
The second part deals with the present position of ‘‘grossstadt 
forschung’’. 

The problems of situation, shape, climate, nutrition, buildings, 
schooling, sexes, reproduction, social life, and motives of city migra- 
tion are discussed in detail, with special reference to the character- 
istics of the new human type—the Grossstadter (city dweller). Aus- 
tralia as a ‘‘newly-progressive’’ country with its over-urbanization 
without over-population is contrasted with the ‘‘old-backward”’ 
country of China, which is over-populated without being over- 
urbanized. 

All the new movements in Great Britain, France, Sweden and 
U.S.A. are carefully studied, with special attention to the ‘‘construc- 
tive reduction (Abbau) of the Grossstadt by means of garden cities, 
green-belt cities, statellite towns, ete. Altogether a scholarly study 
with a world-wide index of about 300 references. 

EK. J. DONATH. 
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Fighting with Property. By Helen Codere (Monographs of the 
American Ethnological Society, XVIII, J. J. Augustin, New 
York, 1950). Pp. viii + 136. Price, $3.00. 


This work provides an historical account of the potlatching 
economy of the Kwakintl of Vancouver Island, so vividly described 
by Ruth Benedict in her fascinating book, Patterns of Culture. Those 
who would acquaint themselves with this elaborate battle for status 
and prestige, in which property was used as the weapon, should read 
Miss Benedict’s succinct chapter. 

The interest of Miss Codere’s work lies in its attempt to reinforce 
the observations of ethnologists by applying the techniques of the 
historian. She has explored the documents diligently, but her results 
are a little disappointing to anyone who believes that the historian 
has a role to play in the study of primitive cultures with which 
European observers have been in contact. 

Miss Codere’s study of the major trends in the post-contact 
history of the Kwakintl, ending with the conclusion that ‘‘the new 
economic situation stimulated the peaceful warfare of the potlatch 
and furthered the tendency already present in Kwakintl life to elim- 
inate violence against persons’’, is valuable and well sustained. 

In the earlier part of the book, however, the reader is wearied 
with an accumulation of -ethnological detail that contributes very 
little to the main argument. Now that history is wedding social 
anthropology, we can perhaps anticipate advances in the study of 
social change in primitive communities, but only if history refuses to 
lose its humanity in the dreary clinical tundras of the ethnological 
monograph. 

Observers of recent American scholarship have some very serious 
fears—statistical breakdowns threaten to serve for sociology; the 
reproduction of information, rather than its interpretation, threatens 
to pass as history; and a weight of technical jargon and detail 
threatens to smother the breath out of social anthropology. Still, 
this book manages to communicate some interesting points. 


M. C. GROVES. 


Personal Finance. By John A. Leavitt and Carl O. Hanson (MecGraw- 
Hill Book Co.). Pp. 366. $3.50. 


Personal Finance is a detailed guide to the financial problems of 
running small businesses, and of running the home. 

Sections of the book deal with the relative merits of hire purchase 
and cash purchase, how to choose a job, how to invest savings, the case 
for and against keeping a househo'd budget, the factors to be con- 
sidered in deciding whether to buy a house or to build or to rent a 
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house, the relative merits of brick and timber houses, the advantages 
and disadvantages of trading bank accounts and of saving bank 
accounts, the different forms of life assurance and general insurance, 
organization of small businesses, and the problems of the various 
methods of borrowing money. 

It is well and entertainingly written, and to drive home the 
points more clearly, each chapter bears as an epilogue a short exam- 
ination paper on the matters dealt with in that chapter. 

The weakness of the book, so far as the Australian reader is con- 
cerned, is its particular appropriateness to American financial organ- 
ization and American trade legislation. However, it is so clearly 
written that it cannot mislead by its concentration on the American 
scene. The basic principles of sound financial behaviour stated are 
true for any part of the world. 

It is not a theoretical text, but a sound, down-to-earth study of 
personal finance problems. It could be a very stimulating foundation 
for discussion and inquiry at classes for elementary economics and 
business administration, such as those conducted by the Council for 
Adult Education. 


‘ J. DRAKE. 


Umriss einer Geschichte der Preise und Lohne in Deutschland. (Out- 
line of a history of prices and wages in Germany.) By M. J. 
Elsas (Sijthoff, Leiden, 1940 and 1949). Vol. Ila, pp. 649 + iv; 
vol. IIb, pp. 188 + vii. Unbound, 13.10 fi. and 10.00, fl. 


These volumes are volumes Ila and IIb of a history of prices in 
Germany, and are part of the large series of national price histories 
planned by the International Scientific Committee on Price History. 
The comparable work in England was done by Beveridge in his Prices 
and Wages in England from the Twelfth to the Nineteenth Century. 
Elsas’ first volume, dealing with Munich, Augsburg and Wurzburg, 
appeared in 1936; the present volumes collected price data from 
Frankfurt (1324-1818), Leipzig (1134-1817), and Speyer (1514- 
1816). Five of these cities are in the south, and one in the centre of 
Germany ; there are no statistics for the north or east. Elsas argues 
that the relative isolation of German cities in these centuries makes 
aggregate indices unmeaningful, and, therefore, that the detailed 
price histories of important cities are a truer picture of economic 
development. (One hopes, however, that the present geographical 
restriction will be offset in further volumes treating, for example, 
cities like Hamburg, Berlin and Danzig.) No attempt is made to 
compile general price indices, either for separate cities or for Ger- 
many, or for one commodity or for all commodities. Elsas lists indivi- 
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dual prices and wages in the actual currencies in which they were paid, 
and adds tables of the silver and/or gold content of the various cur- 
rencies used. Moreover he gives the details of the source of each 
individual series, and comments on the specific character of each price 
and often on its comparability with earlier and later prices of the 
same commodity. 

Elsas declares that most price histories have been dominated by 
the aim to find changes in the purchasing power of money, whereas 
the scientific price-historian should compile his series of prices and 
wages regardless of the purpose for which they might be used. The 
link with purchasing power is as old as the idea that changes in the 
volume of precious metals are the chief cause of price movements; 
in particular the risa of prices in the sixteenth century has been gene- 
rally attributed to the inflow into Europe via Spain of American 
treasure. But, as Elsas clearly demonstrates, short-period price 
changes were often so great that they could not have been caused by 
the much smaller changes in the value of currency in terms of gold 
or silver content. Therefore, he quite rightly has compiled a detailed 
price history of actual prices paid; providing, at the same time, tables 
of the changing value of coinage in terms of gold and silver. The 
result has been satisfying in its extent. Elsas (like Beveridge, 
Posthumus, and Hamilton) shows that continuous price and wage 
series over very long periods can be compiled by the patient historian. 
Most of such information is institutional, coming from the records of 
hospitals, orphanages, municipalities, schools, colleges, monasteries, 
ete., and can be criticized on this account. However, other price 
sources are fragmentary and discontinuous, and cannot compare 
with the long and apparently homogeneous series kept by institutions. 

Elsas’ caution, or sound argument, prevents him, in spite of his 
obviously unrivalled knowledge of the subject, from generalizing his 
series. One wonders what Colin Clark would have done with similar 
information. If, as a casual reviewer, I can do what Elsas has not 
done, and look at his two volumes as a whole, the following picture 
(admittedly impressionistic) emerges: 1450-1500, small prices rises; 
1500-1620, large price rise; 1620-1623, extreme depreciation; 1623- 
1680, large price fall; 1680-1800, gradual price rise to the 1620 figure. 
But it is easy to find exceptions. In the first place, Elsas lists very 
different, and sometimes very perplexing, price trends for different 
commodities; for example, whereas grain and food prices correlate 
closely with population trends, there are a number of articles which 
for years or decades show little or no variation in price. Secondly, 
Elsas’ wage series diverge markedly from these general price trends; 
for example, in the second and third quarters of the seventeenth cen- 
tury, when food and grain prices fell considerably, wages remained 
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high. From this kind of example emerges the one theme that Elsas 
stresses. He argues at some length that a purely monetary explana- 
tion of the sixteenth century price changes is wrong. ‘‘The assumption 
is justified’’, he declares, ‘‘that the movement of population had far 
more influence on the price trend of grain and other goods in the 
sixteenth and seventeenth centuries than did monetary factors’’. ‘‘The 
ever-increasing and extending money economy, the flourishing of 
industry, and the increase of city population by immigration from the 
land, provide an adequate explanation for the increasing demand for 
circulating coin’’. 

“The secular price rise in grain and many other goods in the 
sixteenth and the first two decades of the seventeenth centuries can be 
explained to a large extent by the increasing cost of production of 
these goods’’. As a crucial example of the influence of real factors 
in determining price movements, Elsas takes the period after 1620, 
when food prices fell and wages remained high. His explanation is 
that population declined as a result of the Thirty Years’ War (thus 
maintaining wage levels, because of the shortage of workers), and 
food production became cheaper (because of the abandoning of mar- 
ginal land that had been forced into production. during the popula- 
tion increases of the sixteenth century). Similarly, he argues that 
technical improvements in industry in the sixteenth century cheapened 
the price of manufactured goods as compared with food prices and 
wages. Nevertheless, while explaining the divergencies in the price 
histories of different commodities, Elsas cannot explain the general 
picture that emerges. To some extent changes in real factors were 
a function of the increasing supply of treasure. 

For those who are interested in the history of prices, as well as 
for the general economic historian, these volumes are an invaluable 
encyclopaedia of prices and wages in Germany between the fourteenth 
and nineteenth centuries. 

R. M. HARTWELL. 


Wage Determination under Trade Unions. By John T. Dunlop 

(Basil Blackwell, Oxford, 1950.) Pp. xi + 230. 20/- stg. 

In recent years there has been evident a fundamental difference 
of opinion about the proper emphasis to place on economic factors 
and political factors in explaining wage determination under trade 
unions. On the one hand, there are those who argue that collective 
bargaining is essentially a political process and that trade unions 
are political institutions which reflect political pressures and neces- 
sities. While not denying that economic factors are present, they 
maintain that no adequate analysis of union wage and non-wage 
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policy can be made in economically rational terms. On the other 
hand, there are those who hold to the opposite view. They do not 
deny that political factors are present, but they do deny that wage 
determination under collective bargaining can be explained most 
fundamentally or fruitfully in terms of a political process. 

Professor Dunlop holds to this latter view and in a short, but 
admirable, New Preface to this reprint of the original edition, he 
takes the opportunity to answer his opponents by reaffirming his 
approach to the theory of wage determination under collective 
bargaining. This is perhaps as good a way as any to answer one’s 
opponents when the truth or falsity of their views (or one’s own 
view for that matter) cannot very well be put to an objective test 
and demonstrated beyond any reasonable doubt. Professor Dunlop’s 
book has had a wide circulation since it first appeared in 1944, and 
one can still agree with Professor Reynolds, who reviewed the first 
edition in the American Economic Review, that ‘‘this small volume 
is one of the most significant studies of wages, which has appeared in 
recent years’’. As to its contents, readers are referred to Mr. E. J. R. 
Heyward’s review of the first edition which appeared in the 
Economic Record, No. 40 (June, 1945). 


G. A. J. SIMPSON-LEE. 


Comparative Wage Levels. By M. C. Munshi (Hind Kitabs Limited, 

Bombay, 1950). Pp. 57. Rs. 2/8. 

This small booklet is mainly devoted to a comparison of wage 
levels in a number of different countries in Europe and North America 
as well as in India, Australia and New Zealand over the period 1928 
to 1944 (approximately). 

While this study is mainly confined to an analysis of the differ- 
ences between the wages of agricultural and other workers in the 
various countries, some attention is also given to national wage stabi- 
lization policies during the war years. Throughout, the data refer to 
money wages only. There are no figures of real wages. 

Although the author readily admits that this booklet is a mere 
fragment, being part of a larger work, he does venture to suggest that 
its contents might prove useful to economic research workers ‘‘ who 
often come up against a blank wall or find themselves in a blind alley’’. 
In the opinion of the reviewer, however, the data are far too fregmen- 
tary and their treatment far too superficial for this work to be of 
much use to economic research workers or to anybody else. 


D. W. OXNAM. 
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Labour Relations in London Transport. By H. A. Clegg (Basil 

Blackwell, Oxford, 1950). Pp. viii + 188. 15/-. 

This is a valuable study of the origins, organization and opera- 
tion of the London Passenger Transport system, which seeks to answer 
the question how far such public corporations can solve the problems 
of employment relations. After very careful exposition of the course 
of events in matters of control, of wages and working conditions and 
disputes, the author comes to no final conclusions on the matters 
raised. The industry is examined from inside, and little mention is 
made of the effect of contemporary economic changes upon its 
problems. 

The inconclusiveness of such studies seems inevitable. The events 
are recent, the scale vast and the industry has so many special features 
that it is impossible to decide whether, and if so to what extent, dif- 
ferent constitutions would have produced better results. It is pos- 
sible at this stage to review the course of events showing what par- 
ticular omissions or oversights have done to aggravate difficulties. For 
example, that interest on ‘‘C’’ stock, fixed in 1930 at 54 per cent., 
was not subject to the general national debt reductions of 1933. 

There is no account of the effects of war upon organization and 
working. Though this would have many aspects that lie outside the 
strict study of employment relations, it is hard to believe that it has 
not had considerable influence. The book is written almost as if there 
had been no war. It is also unindexed, a serious defect in so factual 
a study. 

K. M. DALLAS. 


Industrial Conciliation and Arbitration in Great Britain. By Ian G. 
Sharp (George Allen and Unwin, London, 1950). Pp. 461. 25/- 
stg. 

In this work an Australian author describes the machinery of 
conciliation and arbitration in the coal, iron and steel, engineering 
and shipbuilding, cotton, building, boot and shoe, and railway, indus- 
tries of Great Britain. In the second part of the book he gives an 
extremely able account of the provisions and working of British 
legislation concerning industrial relations from the year 1800: the 
almost abortive acts prior to 1896; the Conciliation Act of 1896, and 
the Industrial Courts Act of 1919; the Whitley scheme; minimum 
wage legislation; and the special provisions operating during World 
Wars I and IJ. The author explains that ‘‘The greater part of this 
book was written in 1939-40 in the course of studies at the London 
School of Economics and Political Science. It was revised in 1947 to 
cover developments in the war and immediate post-war years. For 
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reference purposes, the principal changes in the field of industrial con- 
eiliation and arbitration during 1948 and 1949 are noted in the 
addendum’”’. 

Read by itself, the first part leaves one feeling rather dissatisfied. 
In setting himself the job of dealing with eight major industries, Dr. 
Sharp precluded any substantial treatment of the structure of each 
industry, or of the nature of competition within, or from outside, 
the industries. Equally vital for an understanding of the working 
of the machinery described, we are given only the briefest glimpses 
of the different patterns of industrial relations. It is the inter- 
relationships between structure, employee-employer attitudes, and 
machinery, that the non-specialist finds most interesting. However, 
Dr. Sharp has given a definitive account of the growth of the bodies 
set up in each of the industries to speed negotiations between unions 
and employers. 

What one would now like from the author are his reflections on 
the contrasts and comparisons with Australian development in the 
field over the same period. It would appear that very much the 
same motives were at work in Great Britain as in Australia: namely, 
lessening the recourse to strike or lockout, and the payment of a 
‘‘fair’’ wage, made possible by agreement between firms in this respect. 
In the industries studied in the book, it is striking how often the 
initiative comes from the ‘‘good employer’’. 

R. J. CAMERON. 











BOOKS RECEIVED—DECEMBER, 1951. 
A.—_AUSTRALIAN AND NEW ZEALAND PUBLICATIONS. 


AUSTRALIAN STEVEDORING INDUSTRY BOARD: First Report 
(Australian Stevedoring Industry Board, Sydney, 1951). 

This, the first report of the Stevedoring Industry Board, covers the 
year ended 30th June, 1950. Included with it are the financial accounts 
for the Board for the same period. The Board is charged with the enlist- 
ment, organization and control of waterside workers on the Australian 
waterfront, and this report covers in a very thorough manner the 
whole of their activities in terms of their reference. It is a valuable 
discussion of the problems relating to the handling of cargo in Aus- 
tralian ports, and is supported by a number of diagrams, graphs and 
photographs. 


BRUN “a R.: The Stock Exchange (Butterworth & Co. (Australia) Ltd., 
1951). 4/-. 
To be reviewed. 


COMMONWEALTH BUREAU OF CENSUS AND STATISTICS: The 
Australian Balance of Payments, 1928-29 to 1948-9, with Summaries 
1946-7 to first half 1951. 

A consolidated statement on Australia’s Balance of Payments, which 
revises previous estimates where necessary. The information presented 
in it is of the greatest importance for an analysis of economic conditions 
and for determinations on economic policy. 


DOWNING, R. I.: National Income and Social Accounts (Melbourne Uni- 
versity Press, 1951). 5/-. 
Reviewed in this issue. 


FABIAN SOCIETY OF N.S.W.: Fighting Communism—the Democratic 
Way (Fabian Society of N.S.W., 1951). 1/-. 
This pamphlet discusses Communism from four different aspects. 
(i) Why Communism is a danger: Its Doctrine, (ii) Its Methods, 
(iii) How can Democracy Defend Itself? (iv) How to Fight Com- 
munism. 


HIGGINS, B.: What do Economists Know? (Melbourne University Press, 
1951). 15/-. 
To be reviewed. 


Joint Coal Board. Second Annual Report. Third Annual Report. (Joint 
Coal Board). 

The Second Report covers the financial year 1948-9. After outlining 
the legislative changes during the year it remarks on the outlook for 
the industry and the community, and then deals with increases of pro- 
duction, and developments leading to further increases, with coal 
ultilization and quality, and, in fact, with every aspect of the industry. 
The Third Report deals with the year 1949-50 along substantially 
similar lines and includes a statement of “The Board’s Programme for 
the Development of the Coal Industry” and of the steps taken towards 
the carrying out of that programme. 

KERR, A. M.: Personal Income of Western Australia (The University of 
Western Australia, 1951). 7/6. 

Reviewed in this issue. 

RESEARCH SERVICE. Australia’s Prospects for Wool, 1951-52 (Re- 
search Service, Sydney, 1951). 

An examination of recei.t trends in Australian wool prices. An 
analysis of the present wool position, and of the effect of falling wool 
export proceeds on Australia’s balance of payments. 

RESEARCH SERVICE: New South Wales Coal: Consumption, Require- 
ments and Supply, 1951 (Research Service, Sydney, 1951). 


A survey of the consumption requirements and supply of New South 
Wales coal. 
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RESEARCH SERVICE: Problems of Immigration and Industrial Develop- 
ment in Australia, 1951 (Research Service, Sydney, 1951). 

This lengthy discussion is divided into six sections. These cover, 
respectively: (i) Australia’s Population and Resources, (ii) The Rate 
of Natural Growth and Immigration, (iii), Post-War Immigration 
Policy, (iv) Immigration and Employment in the Post-War Period, 
(v) Immigration and Australia’s Carrying Capacity, and (vi) the 
Current Problem of Immigration and Inflation. 


RESEARCH SERVICE: The Power Crisis in Australia, 1951 (Research 
Service, Sydney, 1951). 
An analysis of electrical power in Australia and, in the second part, 
of the New South Wales inter-connected system. 


RESERVE BANK OF NEW ZEALAND: Money Supply in New Zealand 
(Reserve Bank of New Zealand, 1951). 
A republication of a number of articles that have previously appeared 
in its monthly statistical summary. This small volume contains com- 
) we — regarding the monetary and banking system of New 
ealan 


STANBURY, J. G., and CHISHOLM, A. R.: Light Out of France. (Angus 
& Robertson Ltd., Sydney, 1951. y 25/-. 

A series of short surveys by distinguished Australian scholars and 
scientists—with the exception of those by M. Joliot-Curie and Mr. 
Roger Marvell—on the contributions of France to literary, artistic 
and scientific development. The book is perhaps a trifle dated, in that 
it appears to have been compiled some years ago at a time when it 
was felt that reaffirmation of France’s enduring contribution to 
civilization would be a helpful reminder to those who were inclined to 
forget it. The nineteen essays, ranging from “Research on the Atom” 
to “The Cinema” necessarily have a flavour of the annotated catalogue, 
but they contain much useful information, some fine writing and some 
magnificent, if debatable, generalizations about the French mind. The 
chapter on “Economic Thought” by Professor Herbert Burton may be of 
interest to the general reader. 


TEW, MARJORIE: Work and Welfare in Australia (Melbourne University 
Press, 1951). 9/-. 
To be reviewed. 


B.—_OTHER PUBLICATIONS. 


ALBRECHT, K.: Probleme und Methoden der wirtschaftlichen Integra- 
tion (Kiel University, 1951). DM. 1.50. 

After a note on the older forms of economic integration policy, the 
author discusses the newest proposals, such as the Schuman and other 
plans. He considers that the present economic difficulties of many 
European countries can only be relieved by the expansion of bilateral 
relations between the U.S. and Europe into a general multilateral world 
trade. Progress in this direction can only be made by the com- 
mercializing of Marshall aid, the adherence of the U.S. and Canada to 
E.P-U., the creation of a federal reserve banking system for the whole 
Western world and through the creation of further stabiliziation funds. 


ARNIM, W. von: Die Landwirtschaft Danemarks als — intensiver 
Betriebsgestaltung bei starker weltwirtschaftlicher Verflechtung (Kiel 
University, 1951). DM. 8. 

The aim of this study is to present the achievements of Denmark in 
regard to intensive production in the field of vegetable and animal 
products and exports of primary production, and also to ascertain the 
causes of success, so as to assist in conclusions that are worth while 
for similar production in similarly situated European countries. 


BAKUNIN, M.: Marsism, Freedom and the State (Freedom Press, London, 
1951). 5/-. 
To be reviewed. 
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BANK FOR INTERNATIONAL SETTLEMENTS. 22nd Annual Report 
(Bank for International Settlements, 1951). 

This annual report follows along approximately similar lines to pre- 
ceding annual reports and contains a very great amount of valuable 
information regarding monetary and banking matters during the year 
to March 3ist, 1951. 


BARGER, H.: The Transportation Industries, 1889-1946 (National Bureau 
of Economic Research, New York, 1951). $4.00 
To be reviewed. 


BAUMOL, W. J.: Economic Dynamics. An Introduction (Macmillan 
Company, New York, 1951). $5.00. 
To be reviewed. 


BENHAM, F.: The National Income of Malaya, 1947-49 (Government 
Printing Office, Singapore, 1951). $5.00. 
To be reviewed. 


BERTOLINO, A.: Esplorazioni nella Storia del Pensiero Economico (La 
Nuova Italia, Firenze, 1951). L. 1,600 paper, 2,000 cloth. 
Ra _ of valuable studies in Italian in the history of economic 
thought. 


BISMARCK-OSTEN, F. von: Strukturwandlungen und Nachkriegsprobleme 
der turkischen Volkswirtschaft (Kiel University, 1951). DM. 7.50. 
In this study Turkey is seen as a typically under-developed area, with 
low capital investment and an inadequate supply of raw materials and 
an increasing population pressure. The discussion of the changes in 
the structure of the economy and the problems that it must face in the 
post-war period refers to the danger of inflation, the necessity for in- 
creased investment and for an increasing trade ‘in commodities with 
Europe and the Western Hemisphere. 


BLOOMFIELD, A. I., and JENSEN, J. P.: Banking Reform in South Korea 
(Federal Reserve Bank of New York, 1951). 

The authors are officers of the Federal Reserve Bank of New York 
who went to Korea in response to a request of the Minister of Finance 
of the Republic. They prepared drafts for a new Central Banking 
statute and a new General Banking statute, and reported on a plan 
for a financial reorganization of the Central Bank. They also analysed 
the provisions of the proposed new central bank law, showing the 
reasons for the changes and discussed the proposed new general bank- 
ing statute. 


BOULOUIS, J.: Essai sur la Politique des Subventions Administratives 
(Librairie Armand Colin, Paris, 1951). Fr. 900. 
To be reviewed. 


BREMS, H.: Product Equilibrium under Monopolistic Competition. (Har- 
vard University Press, 1951). $4.50. 47/3. 
To be reviewed. 


BROWN, A. J. YOUNGSON: The American Economy (George Allen & 
Unwin, London, 1951). = 15/-. 
To be reviewed. 


BROWN, E. H. PHELPS: A Course in Applied Economics (Sir Isaac Pit- 
man & Sons Ltd., 1951). 37/6. 
To be reviewed. 


BURNS, A. F.: Looking Forward (National Bureau of Economic Research, 
New York, 1951). 

This, the 31st Annual Report of the Bureau, contains the address of 
the Director of Research and a statement of the activities of the 
Bureau during 1950. This is followed by staff reports under six 
important headings: (1) National Income and Capital Formation, (2) 
Employment, Productivity and Wages, (3) Business Cycles, (4) Bank- 
ing and Finance, (5) Fiscal Studies, and (6) International Economic 

elations. 
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BUTTERS, J. K.; LINTNER, J.; CARY, W. L., and NILAND, P.: Effects 
of Taxation—Corporate Mergers (Harvard Business School, Boston, 
1951). $4.25. 

To be reviewed. 


Canada, 1951: (Dominion Bureau of Statistics, Ottawa, 1951.) 25 cents. 
A well got-up and beautifully illustrated official handbook designed to 
give a balanced picture of the general economic and social structure of 
Canada. 


CHAMBER OF COMMERCE OF THE UNITED STATES: Economic 
Policies for National Defence, 50 ¢c., and The Economics of the Money 
Supply, 50 c. (Chamber of Commerce, U.S.A., 1951). 

These two pamphlets set forth in a clear and concise manner some 
of the views of the Committee on Economic Policy of the U.S. Chamber 
of Commerce. 


CHAMBERLAIN, N. W.: Collective Bargaining (McGraw-Hill Book Co., 
Inc., New York, 1951). 
To be reviewed. 


CLEMENCE, R. V.: Income Analysis (Addison-Wesley Press, Inc., Cam- 
bridge, Mass., 1951). $2.50. 
To be reviewed. 


COLOMBO, B.: La Recente Inversione nella Tendenza della Natalita 
(Istituto Universitario di Economia Commercio, Venice, 1951), L. 1,500. 
To be reviewed. 


CRUMP, N.: The ABC of the Foreign Exchanges (Macmillan & Co., Lon- 
don, 1951). 12/6. 

An eleventh edition of a book originally written by Mr. George 
Clare, and published in 1892. Successive editions have incorporated 
the changes that have occurred with the passing of the years. The pre- 
sent edition is largely re-written and not only discusses Marshall Aid, 
the E.P.U. the I.M.F. and the I.B.R.D., but also the 1949 devaluations 
of the pound sterling and other currencies. 


DIGBY, MARGARET: Agricultural Co-operation in the Commonwealth 
(Basil Blackwell, Oxford, 1951). 15/-. 
To be reviewed. 


El Acuerdo de Ginebra sobre Aranceles y Comercio. (Junta Nacional de 
Economia, La Habana, Cuba, 1950.) 


ESTUDIOS E INVESTIGACIONES ECONOMICAS. Politica Economia 
de Emergencia (Junta Nacional de Economia, La Habana, Cuba, 1951). 


FAY, C. R.: Palace of Industry, 1851 (Cambridge University Press, Cam- 
bridge, 1951). 15/- net. 
To be reviewed. 


FIRESTONE, O. J.: Residential Real Estate in Canada (The University of 
Toronto Press, Canada, 1951). $5.00. 

The object of this work is to place before Canadian people a know- 
ledge of all the facts of the housing situation in their country. There 
are numerous tables and graphs, and the author compares the situa- 
tion in Canada with that in the United Kingdom and the United States, 
and in various cities and provinces of the Dominion. He also en- 
deavours to provide information in regard to all the aspects of the 
housing problem that would be of interest not only to the people of 
Canada, but also to people of other countries. 


FISHER, E. M.: Urban Real Estate Markets: Characteristics and Financing 
(National Bureau of Economic Research, New York, 1951). $3.00. 
This study is primarily concerned with the description and analysis 
of the structure and behaviour of urban real estate markets in the 
United States. After a discussion of the instruments employed in 
financing real estate transactions, the author puts forward his view as 
to their appropriateness in different circumstances. In addition to this, 
= se gy kinds of markets and their typical behaviour are carefully 
iscussed. 
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FRITERS, G. M.: Outer Mongolia and its International Position (George 
Allen & Unwin Ltd., London, 1951). 25/- net. 

This is a timely study of a country about which comparatively little 
is known. Starting from a geographical and social discussion, the 
author then proceeds to deal with the economic, social and political 
changes that have occurred and the nature of its relations with the 
countries that are of most importance to it, ie. Russia, China and 
Japan, and after outlining its relations with other powers, concludes 
with an analysis of its present position. 


GOODE, R.: The Corporation Income Tax (John Wiley & Sons, Inc., New 
York, 1951). $3.00. 
To be reviewed. 


HALL, C. A.: Executive Compensation and Retirement Plans (Harvard 
Business School, 1951). $4.25. 
To be reviewed. 


HALLSTEIN, W., PREDOHL, A., and BAADE, F.: Probleme des 
Schuman-Plans (Kiel University, 1951). DM. 2. 

A discussion on the Schuman Plan which opened with a statement 
by Dr. Hallstein, who is Secretary of the Department of Foreign Affairs 
of Western Germany. The other participants in the discussion were 
Professor A. Predéhl and Professor F. Baade. 


HANSEN, A. H.: Business Cycles and National Income (George Allen & 
Unwin Ltd., London, 1951). 55/-. 
To be reviewed. 


HANSEN, BENT: A Study in the Theory of Inflation (George Allen & 
Unwin Ltd., London, 1951). 18/- net. ‘ 
To be reviewed. 


INSTITUT FUR WELTWIRTSCHAFT AN DER UNIVERSITAT KIEL: 
Die Weltwirtschaft mitte, 1950, and Die Weltwirtschaft mitte, 1951. 
DM. 5 each. 

Based on official statistics, this is an analysis of the economic position 
in the main countries, as is done by the London and Cambridge Economic 
Service Bulletins for the U.K., and in similar publications for France. 
The verbal analysis is supplemented by statistical tables. The non- 
co-operative attitude of the Soviet Union and her satellites is manifest 
in this publication, and as in all international publications (e.g. Inter- 
national Monetary Fund, International Financial Statistics), there is 
complete absence of statistics for that part of the world in the publica- 
tion for 1950. For 1951 the publishers have attempted to close this 
gap at least formally by references to the five-year plans, to the foreign 
trade of the Soviet Union and her satellites with the “capitalistic” 
countries, and by including some general information available in the 
daily press. 


INSTITUTE OF CHARTERED ACCOUNTANTS and the NATIONAL 
INSTITUTE OF ECONOMIC AND SOCIAL RESEARCH. Some 
Accounting Terms and Concepts (Cambridge University Press, 1951). 


To be reviewed. 


INTERNATIONAL LABOUR OFFICE: Payment by Results (I.L.0., 
1951). $1.25. 17/6. 
To be reviewed. 


INTERNATIONAL MONETARY FUND. Second Annual Report on 
Exchange Restrictions, and Surveys of Exchange Controls (International 
Monetary Fund, Washington, 1951). 

This report begins with a discussion of restrictions under existing 
conditions and after referring to developments in regard to restrictions 
that have occurred during the period covered, it sets down in detail, 

in Part II, the exchange control and restrictions adopted by various 

member countries. The smaller pamphlet deals with the methods 
adopted by various non-member countries. 
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JABLOW, J.: The Cheyenne (J. J. Augustin, New York, 1951). $2.50. 
This study examines the economic relationships among the various 
Indian tribes of the great plains of the United States and Southern 
Canada. It deals with inter-tribal trade and also shows that consider- 
able light on the inter-relationships of aspects of culture can be gained 
from the viewpoint of trade. 


KATONA, G.: Psychological Analysis of Economic Behaviour (McGraw- 
Hill International Corporation, New York, 1951). $5.00. 
To be reviewed. 


KEILHAU, W.: Principles of Private and Public Planning (George Allen 
& Unwin Ltd., London, 1951). 16/- net. 
To be reviewed. 


KOOPMANS, T. C. (Edr.): Activity Analysis of Production and Alloca- 
tion (John Wiley & Sons, Inc., New York, 1951). $4.50. 
To v2 reviewed. 


LESTER, R. A.: Labour and Industrial Relations (The Macmillan Co., New 
- York, 1951). $4.25. 
To be reviewed. 


LOVE, ESTHER M.: Operating Results of Limited Price Variety Chains 
in 1950 (Harvard Business School, 1951). $2.00. 

This report contains the results of the analysis for the twentieth 
consecutive year of the sales, margins, expenses and profits of limited 
price variety chains. The study has been simplified by the omission of 
figures covering the results of independent variety stores, and the 
analytical material has been condensed. 


LUNDBERG, E. (Edr.): Income and Wealth. Series I (Bowes & Bowes, 
Cambridge, 1951). 30/-. 
To be reviewed. 


LYTHE, S. G. E.: British Economic History since 1760. (Sir Isaac Pitman 
& Sons Ltd., Melbourne, 1951). 22/6 (Aust’n). 
To be reviewed. 


McNAIR, M. P.: Operating Results of Department and Specialty Stores in 
1950 (Harvard Business School, 1951). $5.00. 
This is the 3lst year of this Harvard study of Department Store 
margins, expenses and profits. It provides valuable information that 
is not obtainable elsewhere. 


MARSH, D. B.: World Trade and Investment (Harcourt, Brace & Co., 
New York, 1951). $6.75. 
To be reviewed. 


MARTIN, J. P.: Les Finances de Guerre du Canada (Librairie Armand 
Colin, Paris, 1951). Francs 600. 
To be reviewed. 


MEADE, J. E.:. The Balance of Payments (Oxford University Press, 
Oxford, 1951). 55/6 (Aust’n). 
To be reviewed. 


MEYER-LINDEMANN, H. U.: Typologie der Theorien des oe 
standortes (Walter Dorn Verlag, Bremen-Horn, 1951). DM. 8 
To be reviewed. 


MINTZ, ILSE: Deterioration in the Quality of Foreign Bonds Issued in 
the United States, 1920-1980 (National Bureau of Economic Research, 
New York, 1951). $2.00. 

Reviewed in this issue. 


MITCHELL, W. C.: What Happens During Business Cycles (National 
Bureau of Economic Research, New York, 1951). $5.00. 
To be reviewed. 
Fl 
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MUZIOL, R.: Die Nachkriegsentwicklung des englischen Aussenhandels 
(Kiel University, 1951). DM. 4.50. 

After a general discussion of the external trade of Great Britain, 
covering changes in the type of goods exported and imported, and the 
plans for building up Britain’s exports, the author discusses changes 
in the structure of external trade and the great importance of machines 
and transport vehicles and exports. He concludes by outlining the 
relative position of Great Britain and Germany as partners and com- 
petitors in trade. 

NATARAJAN, B.: Food and Agriculture in Madras State (Director of 
Information and Publicity, Government of Madras, 1951). Rs. 1/-. 

Reviewed in this issue. 

NATIONAL BUREAU OF ECONOMIC RESEARCH: Studies in Income 
and Wealth, Volume XIII (National Bureau of Economic Research, 
New York, 1951). $6.00. 

To be reviewed. 

THE NATIONAL INCOME COMMITTEE. First Report (Department of 
Economic Affairs, Ministry of Finance, Government of India, 1951). 
Rs. 1/6 or 2/-. - 

To be reviewed. 

NIEHANS, J.: Ausgleichsgesetze der Amerikanishen Zahlungsbilanz (A. 
Francke Ltd., Berne, Switzerland, 1951). Sw. fr. 9.50. 

To be reviewed. 

PODUVAL, R. N.: Finance of the Government of India since 1935 (Premier 
Publishing Co., Delhi, 1951). Rs. 12/8. 

To be reviewed. 

SAMUELSON, P. A.: Economics (2nd Edn.) (McGraw-Hill Book Co., Inc., 

New York, 1951, and McGraw-Hill Publishing Co. Ltd., London, 1951). 
36/-. 

To be reviewed. 

SANDERS, T. H.: Effects of Taxation on Executives (Harvard Business 
School, 1951). $3.25. 

To be reviewed. 

SCHUMPETER, J. A.: Imperialism and Social Classes (Basil Blackwell, 
Oxford, 1951). 20/-. 

To be reviewed. 

SEERS, D.: The Levelling of Incomes since 1938 (Basil Blackwell, Oxford, 
1951). 5/-. 

To be reviewed. 

SISMONDI, J. C. L. S. de: Nouveaux Principles d’Economie Politique (Edi- 
tion Jeheber, Paris, 1951). 

To be reviewed. 

SRAFFA, P., and DOBB, M. H. (Edrs.): The Works and Correspondence 
of David Ricardo. Vols. I and II (Cambridge University Press, Lon- 
don, 1951). 24/- net each. 

Reviewed in this issue. 

SWISS BANK CORPORATION: British Exports and Exchange Restric- 
tions Abroad (Swiss Bank Corporation, London, 1951). 


TSE CHUN CHANG: Cyclical Movements in the Balance of Payments 
(Cambridge University Press, London, 1951). 18/- net. 
To be reviewed. 


UNITED NATIONS: Economy Survey of Europe in 1950 (United 
Nations, Lake Success, New York, 1951). 17/6 stg., $2.50. 
To be reviewed. 


UNITED NATIONS: Review of Economic Conditions in Africa (U.N., 
Lake Success, New York, 1951). 9/- stg. 
To be reviewed. 


UNITED NATIONS: Supplement (1951) to Catalogue of Economic and 
Social Projects, 1950. (United Nations, Lake Success, New York, 1951.) 
17/6 stg. 
A valuable guide to the large number of projects at present being 
carried out by the U.N. 
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UNITED NATIONS: World Economic Report, 1949-50 (United Nations, 
Lake Success, New York, 1951). 17/6 stg., $2.50. 
To be reviewed. 


UNITED NATIONS: Review of Economic Conditions in the Middle East 
(United Nations, Lake Success, New York, 1951). 7/6 stg. 
To be reviewed. 


UNITED NATIONS: Demographic Year Book, 1949-50 (United Nations, 
Lake Success, New York, 1951). $6.00. 

This is the second issue of a valuable U.N. publication, the first issue 
of which was reviewed in the December, 1950, issue of the Economic 
Record. The present issue contains fuller information and includes a 
collection of population, migration and vital statistics for every country 
and geographic unit for which the statistics are available. There is also 
an extensive bibliography of demographic statistics, a chapter on world 
population trends, and a useful set of maps. 


UNITED NATIONS: Foreign Investment Laws and Regulations of the 
Countries of Asia and the Far East (United Nations, Lake Success, 
New York, 1951). 5/- stg. 

This presents a report drawn up in pursuance of resolutions of the 
Economic Commission for Asia and the Far East as one of a series 
of studies relating to problems of economic development. 


UNITED NATIONS: Budgetary Structure and Classification of Govern- 
ment Accounts (United Nations, Lake Success, New York, 1951). 5/- 
stg. 75 cents. 

To be reviewed. 


URQUHART, L. K., and BOYCE, C. W. (Edrs.): The Materials Handling 
Case Book (McGraw-Hill Book Co., New York, 1951). $8.00. 

In this book we have a number of case studies which are designed to 
assist anyone who is concerned with the storing or moving of materials 
in the course of production. It claims that the evidence provided from 
the experience of leaders in the field will contribute to the better and 
more economical handling of materials, and thus save much trouble, 
time and money that would otherwise be spent in the attempt to over- 
come difficulties encountered in handling materials. 


VENKATRANGAIYA, M.: Competitive and Co-operative Trends in 
Aa ty gg (Gokhale Institute of Politics and Economics, India, 1951). 

s. 1-8-0. 

In this essay the author begins with a general discussion of the 
problems of a federal constitution with the object of showing what are 
the implications for India of the experience of other countries. The 
author concludes “that although competition for power is inherent in 
it (federalism), the co-operative trends have become stronger and more 
active in recent years, and they have succeeded to a considerable extent 
in counteracting several of the undesirable consequences arising out 
of the competitive struggle for power”. 


ZIMMERMANN, E. W.: World Resources and Industries (Harper and 
Brothers, New York, 1951). $7.50. 
To be reviewed. 
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Important New Publications: 


Economic Survey of Asia and the Far East, 1950. 541 pp. Price, 
27/6. 
A comprehensive appraisal of the resources and income of the 
area as well as of the important economic developments of the 
past year. Prepared by the Secretariat of the Economie Com- 
mission for Asia and the Far East. 


World Economic Report, 1949-50. 247 pp. Price, 22/- 
This volume presents an analysis of the major sieeianaaiins in 


domestic economic conditions and in international economic 
relations during 1949 and 1950. 


Review of Economic Conditions in the Middle East. 84 pp. 
Price, 9/6. 
A full section of this Review is devoted to a discussion of the 
petroleum industry in the economy of the Middle East. 


Review of Economic Conditions in Africa. 128 pp. Price, 11/6. 
In addition. to a description of the basic characteristics of the 
African economy and a survey of recent economic trends, this 
volume also describes the economic development plans of the 
various governments and administering authorities. 


Economic Survey of Europe in 1950. 275 pp. Price, 22 
Prepared by the Secretariat of the Economie Cunsdniee for 
Europe, this Survey contains a detailed analysis of European 
economic developments and problems during the past twelve 
months. 

Yearbook of International Trade Statistics, 1950. 174 pp. 

Price, 16/-. 
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